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JERRY SANDERS

MAYOR

September 4, 2007

Mr. Kelly C. Bowers

Senior Assistant Regional Director
Securities and Exchange Commission
Los Angeles Regional Office

5670 Wilshire Boulevard, 11" Floor
Los Angeles, CA 90036-3648

Dear Mr. Bowers:

This is in response to your July 23, 2007 letter to Messrs gJohn Hartigan and Stan]ey Ke]ler reoardmg Mr.
Keller's “Initial Report of Independent Consultant” dated‘June 7, 2007%

R

Let me first assure the Securities and Exchange Commassion ( %‘ép};‘{hat 1 take the need 10 reform City
government very seriously and this has been a top priority ofmm%gevjer since taking office nearly 20
months ago. To this end, there have been a number of initiatives [ have already taken forward and that

are completed. Attachments 1 through 5 d:scu'é% the*C_;gy:s{pﬁl:ggress on 1m];l‘g§?nentmg the
recommendations found in the “Report of the Audn Commlttee (Kroll Report) dated August 8, 2006.

;-ﬁ Wy
Se i
Speaking specifically to the recornggnendatmns in Mr v[eeller’s reportfand noted in your letter:

w. -,
The Clty concmﬂ;&»v:th thi ommendatlon*and is in the final stages of filling the internal auditor
posxtion Intervlewg‘ff sevenﬁﬁnallsts were he]d on July 26, 2007 and the top two candidates
AVe been interviéwed. A ﬁnaisdec;smn and offer will be made shortly and an announcement
%, NN e
ﬁ'@&dﬁe once an agreemem for emp%oymenr 1s reached. In the meantime, in May of this year |
appointed a well- qual:ﬁed Interim“Internal Auditor who has re-activated the Internal Audit Unit,
N R
mcludmg&?e development of a Clty wide risk assessment.
2. The Audit} qummntteedrshould complete its organization as quickly as possible by selecting
citizen adv:serg‘ag’d professional consultants, as necessary, to assist the Audit Committee in
discharging ltg‘ljesponSIbllltles

While Kroll recommended the establishment of an Audit Committee comprised of two “public™
members and one City Council Member, the City Attorney has opined that this structure of an
Audit Committee could not be implemented without a change to the City’s Charter. As such, the
City Council established an Audit Committee comprised of three City Council Members.
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Mr, Kelly C. Bowers

Attachments 6 through 8 are the charter, ordinance establishing the Audit Committee, and
statement of operating principles relating to the Audit Committee and its relationship with the
Internal Auditor. In addition to the three City Council voting members, there are three ad hoc
advisers confirmed at the July 30, 2007 Audit Committee meeting who will bring technical
expertise to the Committee. The Audit Committee is also in the process of retaining a consultant
with professional auditing and accounting expertise to assist the Audit Committee perform its
oversight function.

On a parallel track, I established a 15 member City Charter Rev1ew’Comm1ttee comprised of one
member nominated by each Council Member and seven appom/t&éﬁdéby me. The charge of the
Committee is to review a number of Charter related issues a‘rfdru]nmately submit recommended
Charter amendments to the City Council. This is to be cgmp!eted by September 2007 for
consideration for inclusion on the June 2008 ballot. @ne»ofthe items bemgxdlscussed is to amend
the Charter to establish a permanent Audit Commlttee as well as suggestmgﬁhe,pennanent make-
up of the Committee.

expected.

The City shouldfrgfé?gl'ﬁéfegthe role and ountabilitybf its Chief Financial Officer and
consider havygjthe same pers}on serve as tﬁe Chief Financial Official and Auditor and

Upon takn%g_gffce 1 establlsh th‘e%CJtyzs ﬁrsT ever Chief Financial Officer (CFQ) position. As
part ofthls act1on l consohdated all f'nanclal "related actwmes and resp0n51bllmes under this

g aggs\!gn them spec1ﬂc Iyito the CFG)“, This 1s the first step in separating the internal audit

re?po%‘sgb\:lltles from theégmptro]ler duties and is consistent with a recommendation made by
Krol!\g-'tgam because oﬁan opinion by the City Attorney, this Kroll recommendation cannot be
fully lmp}emented wsthokgt a Charter amendment and is aiso an item of discussion by the Charter

The City shoul(}’;‘éonﬁnue evaluating the disclosure process and consider whether moving
toward a shelf-like disclosure system would be appropriate.

The Independent Consultant’s Report stated that “it will be desirable for the City to consider
whether to move toward a more shelf-like disclosure system, similar to that used by private
issuers, as a way to permit accessing the capital markets in a timely and efficient manner in order
to achieve savings for taxpayers and ratepayers.” The Independent Consultant made this
suggestion in light of the comprehensive disclosure processes of the City’s, including the
Disclosure Controls and Procedures of the City’s Disclosure Practices Working Group (the
“DPWG”) (Attachment 9). The City’s current disclosure processes and procedures were enacted
by Ordinance No. 0-19320 (Ordinance), adopted by the City Council on October 11, 2004. The
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formation of the DPWG was in response to recommendations made by the law firm Vinson &
Elkins L.L.P. in its report of September 16, 2004, regarding deficiencies in the processes and
practices of the City with respect to the disclosure of financial information to the financial
markets.

The DPWG is a cross-disciplinary internal working group of the City (currently composed of the
City Attorney, the Chief Deputy City Attorney for Finance and Disclosure, City’s Chief Financial
Officer, the Debt Management Administrator, and the City’s outside Disclosure Counsel, along
with the City Council’s Independent Budget Analyst as an ex- ofﬁmogm‘émber) designed to
ensure communication between City departments, to create a clem;nghou?é to discuss and debate
best practices with respect to disclosure controls and procedurc@zg%d to directly address the
deficiencies cited in the Vinson & Elkins report. The obJectnftres ofithe:DPWG are twofold: to
ensure the compliance of the City (and the City Counctlrl Cltyioff' cer}\z;(nd staff in the exercise of
their official duties) with federal and state securities law&and to promoteithe»htghest standards of
accuracy in disclosures relating to securities lssued*’by the Clty

y S
The City is carefully reviewing the suggestion"o; glndeper%ent Consultant, mctﬁu’gjmg the
evaluation of so-called shelf-registration models currently infiise by a limited number of public
e/
agencies that frequently access the public markets, e5peg3ally if the current model is too
cumbersome to ensure the timely process of documents as.the\Cttv regains access to the public
markets. The City has adopted 1mproved\:procedures for the" review of its Comprehensive Annual
Financial Reports which can serve as tl{gl*bgﬁ‘sls*fgr‘such a shelf- reg1strat10n process should it
proceed in that direction. The City is mindful;® however that its current disciosure regime has
S A,
made significant improvements to the City,s co&r;trolswrggardm g.the release of financial
information to the pllblleCapltal markets. \fécoordmgly, any; shelf-registration model would take
into consideration procedures gurrent]y in place which weré designed to ensure that the City
would not makeﬂmsleadmg tatements or omigsions to the market place in the future.
e
‘{\ E i ..
In addition to the above, th Clty is movmg forward on many fronts, including having issued its fiscal
year 2003 and 2094 _Comprehenslvqu*nnual*Fmanclal«Reports tmplementing additional Kroll
remedlatlon recommen atlons workmg on stréngthening its internal controls and filling key positions.

gt s

Mayor Jerry San' ers

Nt

i e
Enclosure: Attachment

&,
1.4

Cc: Audit Committeei@ity Council
City Attorney

Chief Financial Officer
Independent Budget Analyst

* The current composition of the City’s Disclosure Practices Working Group reflects the evaluation by the
Independent Consultant. See the memorandum of the Independent Consuliant, dated April 20, 2007 entitled “Memo
of the Independent Consultant on the Disclosure Practices Working Group” attached hereto as Attachment 9. The
City adopted the Independent Consultant’s recommendation on April 30, 2007. The City expects to adopt an
ordinance implementing changes to the DPWG in September 2007.
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OFFICE OF THE INDEPENDENT BUDGET ANALYST REPORT

Date Issued: August 29, 2007 IBA Report Number: (07-80
City Council Docket Date: September 4, 2007

Item Numbers: 332 and 333

Item: Background Information for Item 332 - Report from the Independent Consultant
(Stanley Keller) and Item 333 - Response to the SEC

RECAP OF INDEPENDENT CONSULTANT/MONITOR CONTRACT

The purpose of this report ts to provide background information for Council and the
public with respect to two items on next week’s docket that relate to the status of the
City’s financial reforms. The first item, Item 332, is an information report from Stanley
Keller in his capacity as the City’s Independent Consultant as required by the Securities
and Exchange Commission (SEC) in their Order of November 14, 2006. The SEC
required that the City retain an Independent Consultant for a period of three years to
review and make recommendations regarding the City’s policies and internal controls
with respect to its financial disclosure functions. A three year contract with Mr. Keller
was recommended by the Mayor and approved by Council on January 16, 2007.

This contract also provided for Mr. Keller to serve in the capacity of “Moniter” as
recommended by the Kroll report that was issued on August 8, 2006. In his role as
Monitor, Mr. Keller is to assist with review and implementation of remediation measures
as recommended by Kroll. While there is natural overlap between Independent
Consultant and Monitor duties, it is important that they be distinct in their execution.
Given the crossover of issues, the intent of Mr. Keller serving in both roles was to take
advantage of knowledge he has acquired about San Diego’s reform efforts in order to
achieve efficiencies.

INITIAL REPORT OF INDEPENDENT CONSULTANT TO THE CITY OF
SAN DIEGO (Item 332)

The SEC Order calls for the designated Independent Consultant to issue three reports to
the SEC as follows: “issue its first report within 120 days after the date of the
engagement and the following two reports within 60 days following each subsequent one-
year period from the date of engagement.” With Mr. Keller’s contract with the City

Office of Independent Budget Analyst
202 C Street, MS 3A # Son Diego, CA 92103
Tel {619) 236-6555 Tox (419) 236-6536
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being executed on or about January 27, 2007, his first report, using that date, was due to
the SEC on May 28, 2007. However, Mr. Keller requested of the SEC, and the SEC
approved, an extension to June 8, 2007. Mr. Keller indicated he requested an extension
in order to allow for items that were underway to be finalized and reflected in the report.
Future requests for extension should first be approved by the Mayor and City Council.

Mr. Keller issued his report to the City Council, the Mayor’s Office and the City
Attorney as well as to the SEC on June 7, 2007. As Mr. Keller did not present his report
to the City Council upon its release, this item is docketed so that he can discuss his report
in a public forum and respond to questions.

LETTER FROM SEC IN RESPONSE TO THE INDEPENDENT
CONSULTANT’S INITIAL REPORT (Item 333)

On Monday, July 23, 2007 Stanley Keller, Independent Consultant, and John Hartigan,
the City’s outside legal counsel on this matter, received a letter from Kelly C. Bowers,
SEC Semor Assistant Regional Director, in response to the Independent Consultant’s
June 7" Initial Report. Mr. Keller provided the letter to the CFO and the City Attorney’s
Office the same day he received it, and he suggested that it be provided to the Chair of
the Audit Committee. The correspondence was not sumiarly distributed to the Council
President, members of the City Council or the TBA on the 23™. It was provided to the
Chair of the Audit Committee at the end of the week and to the City Council on Monday,
July 30™. Timely distribution of important SEC communications is critical to both
branches of government, and responsibilities for this should be clarified for the future.

The letter from the SEC requested that additional information be provided on the steps
taken by the City to adopt the following items discussed in Mr. Keller’s report:

- Finalizing the internal audit function and hiring a qualified internal auditor

- Completing the organization of the Audit Committee and selecting cmzen
advisors and professional consultants to advise them

- Upgrading to a new financial accounting system

- Reevaluating the roles and accountability of the CFO and the Auditor and
Comptroller

- Evaluating the disclosure process and consider moving to a shelf-like disclosure
system

The letter stated: “please advise us as soon as possible as to the steps taken by the City to
adopt the above recommendations or other alternative methods designed to achieve the
same objectives... We are also interested in knowing the estimated timeframe for
implementing these recommendations.”



Since the letter was addressed to Messrs. Keller and Hartigan, I asked Mr. Keller to
clarify whether the response should come from him or directly from the City. Mr. Keller
noted that the City should be responding directly “since it is the City’s response to my
(Mr. Keller’s) recommendations.” At a special Audit Committee meeting of August 6™,
the CFO discussed several points that he suggested be included in a City response. It was
also noted at this meeting that this item would be scheduled for full Council discussion
on September 4™, 2007 - the first Council meeting following legislative recess. In a letter
sent on August 7%, the CFO notified the SEC regarding this schedule. This item has been
docketed in order to discuss and coordinate a City response.

The IBA believes that a coordinated response regarding steps taken and planned actions
will best convey the City’s commitment to be responsive to the items noted in the SEC
~ letter of July 23" 2007.

This report is provided for information only.

Mdia Tl —

Andrea Tevlin :
Independent Budget Analyst
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August 7, 2007

Mr. Kelly C. Bowers

Senior Assistant Regional Director
Securities and Exchange Commission
Los Angeles Regional Office

5670 Wilshire Boulevard, 11" Floor
Los Angeles, CA 90036-3648

Dear Mr. Bowers,

The City is in receipt of your July 23, 2007 letter to Messrs. John Hartigan and Stan
Keller regarding Mr. Keller's “Initial Report of Independent Consultant” dated

June 7, 2007 and is in the process of preparing a formal written response,

The City Council is on legislative recess for the month of August. The Mayor would like
to formally meet with the Council prior to sending the City’s response and has worked
with the City Council President to docket the item for the September 4 Council meeting.
The City’s response will be sent shortly thereafter.

Should you have any questions in the meantime, feel free to contact me at 619-236-7080,
Thank you.

Sincerely,

Jay M. Goldstone’
Interim Chief Operating Ofﬁcer/Chjef Financial Officer

Cc:  Jerry Sanders, Mayor
City Council Audit Committee
City Councilmembers
Mike Aguirre, City Attorney ,
Stan Keller, Independent Consultant -
Andrea Tevlin, Independent Budget Analyst
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Overview

e Components of the response |

® Timing of response

® Audit Committee’s comments/input

8/6/2007 2
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The Response

e Describe work completed to date

® Provide the 6 Kroll remediation stétus reports
e Respond specifically to each of the 5 areas

® Acknowledge work still to be done

/VO‘S‘S‘@L Cbbw\bxg /LL?JKM_,

§/6/2007 - 3

| Internal Auditor

® The appointment of an Interim Internal Auditor
® Development of Risk Assessment

- ® Recruitment process -

e 19 applications

o July 26t ~ 7 candidates interviewed

@ August — Top 2 candidates to be interviewed
2 Late August — Possible offer to be made

8/6/2007 4
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Audit Committee

e Acknowledge the establish'ment of a 3 Council
Member Audit Committee

<5 July 30t Meeting — 3 technical exp
an ex-officio capacity

e Apprise of work performed

e Share copy of Charter, Bi-laws ard Statement

of Operating Principles

>7C~€§57'D

® Mention work of Charter Review Committee

B/6/2007 . 5

Financial Accounting System

e Council approved the acquisition of SAP
e July 2008 — Implement Core Financial System

® January 2009 — Implement Payroll/HR System

B/6/2007 &
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Role of Chief Fmancual Officer
e Establishment of the CFO position

® The consolidation of financial oversight

® Separation of the Internal Auditor from the
Comptroller

® Work of the Charter Review Committeé

8/6/2007

Disclosure Process'

® Establishment of the Disciosure Practices
Working Group (DPWG)

® Provide DPWG's Disclosure Controls &
Procedures

® Cross-disciplinary internal working group

ity will take under advisement “shelf-like”
disclosure system

8512007




0019

133

{

‘9

: Rt i I racG R TR
= A N 4
ol e - R e |
' !i.:ﬁ " : T Afl
SRR L1 N e

Next Steps

e Receive Audit Committee Comments
® Inform SEC of anticipated September response

® Present “final” letter to Council Sept. 4t"

¢ Mail letter

8/6/2007




601977

Date:
To:
From:

Subject:

Attachment 1

OFFICE OF MAYOR JERRY SANDERS
CiTY oFf SAN DIEGO

MEMORANDUM

Qctober 5, 2006

Honorable Members of the City Council

Mayor Jerry Sanders &.’O}}L.’- F’L‘ %MA‘{ W

Kroll Remediation Status for October 16, 2008, Council Meeting

in my memorandum dated August 24, 2006, | reported my staff had identified 121 items for
remediation from the Kroli'Report. These items were grouped by remedial category and
were described in detail along with’ antlmpated due dates On October 16, 2008, my staff will
meet with you to discuss the following: -

o Status of remedial items identifi ed for completion in September 2006 (items 1-6,
46-47, 48.ii, 84-86)

« Status of the implementation of the organizational structure for financial operations
(addresses ilems 7-14)

« Additional remedial items identified (items 4.1, 20.1, 52.1, 52.2, 57.1, 107.1, 118.1,'(\i

120.1)

The numbermg convention for the additional remedial items follows the remedial categories
identified in my August 24, 2008, memorandum For example, “new” item 4.1 maiches the

remedial category of Oversight Monitor and is most closely associated with item 4 from my
prior memorandum,

Attachment A — Financial Operations Organizational Charts

Cc:  City Attorney

BA

Chief Operating Officer
Chief Financial Officer
SDCERS

John Dyer



Gul1978 | - Remedial Items due September 2006

A. Completed Items : : ,

Remedial Category — City Actuarial Services

46. The City should periodically, but no less frequently than every three years, retain its
own actuary to review the SDCERS actuarial valuation and the assumptions used,"
and to provide an mdependent assessment of the valuation and its implications for
the City. (Pages 260, M-11 & M-12)

47.  The City must retain its own actuary responsible for determining for the City the cost
of each proposed new retirement benefit and to issue a report thereon to the City
Council before an ordinance is adopted conferring the benefit. {(Pages 260 & M-12)

Status: | Complete. The City has retained an actuary, Joseph Esuchanko. The

City's actuary is nearly compiete with his first report. The delay in his
completion is the result of additional work assigned by the City in order to
assist with the calculation of the City's Net Pension Obligation for the 2003
CAFR. Revised due date for the report is November 2006.

Remedial Category ~ Deferred Maintenance

48.

We recommend that the Mayor and the Budget Director establish a process {o

identify and prioritize deferred maintenance and unfunded procurement needs. The

Budget Direclor should prepare and present a public report identifying cumulative
deferred maintenance and unfunded procurement needs during the annual budget
hearings. The City's approach to funding deferred maintenance and unfunded
procurement should be changed {o aliow for increased funding in these areas.
(Page M-Z‘I)

In respondtng to this item, the Mayors August 24, 2006 memorandum identifies
four specific components (i, ii, iit and iv). Only items i and il are addressed below.

i. (48.1) Development of a Facility Category Index to identify facilities and assets
critical to the mission of the City and pnormze those assets for fundmg to
address deferred maintenance requ;rements

Status: Compleie. The due date indicated in my August 24, 2006, memorandum

Status:

for this item shouid have been September 2006 instead of September
2007. This dafe was transposed with ltem 48.ii.

ii (48.ii) Development of an asset inventory to create current inventories of
essential infrastructure assets (e.g., Chiller Plants, Boilers, Pumps, High
Voltage Switch Gear).

Not complete. The due date for this ilem was misstated as September
2006. The correct due date is September 2007.

—
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| - Remedial Items due September 2006

B. In Process ltems

Remedial Category - Oversight Monitor

1. Appoint a Monitor to oversee the implementation of and compliance w&th the
Remediation Plan. (Pages 263 & M-14)

2. The Monitor shouid be selected by the Mayor in consultation with the City Council
and subject to the approval of the SEC and should be an mdepencieni person of
suitable standing, independence and experience for the assignment. (Pages 263 &
M-14)

3. The Monitor should have complete and unfettered access to all City and SDCERS
personnei and records. (Pages 263 & M-14)

4. The Monitor shouid make quarterly reports to the City and the SEC on the City's
progress. (Pages 263 & M-14)

5. The Monitor should serve a term of no less than three years and should be provided
adequate resources to carry the duties of his office. (Pages 263 & M-14)

6.  The SEC shouild have the right, upon request, to expand the scope of the Monitor's
duties following consultation with the City. (Pages 263 & M-14)

Status: in process. The appoiniment of an SEC approved Monitor is a

recommendation that the Mayor supports. Further discussion with Council
and the City Attorney's Office is needed io determine the term of retention
and scope of duties. That discussion will occur prior to the

November 13th, 2006, Council date where a detailed presentation will be

made. :

Remedial Category — Reconciliation of Accounts

84.

85.

The City must develop an improved cash reconciliation process, which is more
auiomated, documented, and compiete. The revised process must support
accuracy, timely compietion, and improved ease of review. (Page M-16)

The City should develop and implement a timely and less cumbersome bank
reconciliation process to clearly reconcile bank and the general ledger balances.
The improved process should facifitate imely completion, ease of review, correction
of errors, and enhance communication between the Comptroller's and Treasurer's
staff. (Page M-16)

Status: in process. Cash for fiscal years 2003 and 2004 have been reconciled and

reporied to the City's external auditors. The establishment of a formal
documented process wili be compiete by November 2006.
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| - Remedial ltems due September 2006

86. City Departmenis should reconcile all accounts receivabie and deferred revenue
accounts to supporting information at period ends. Supervisors should review these
reconciliations for completeness and accuracy. (Page M-23)

Status:

In process. This is a significant task requiring reconciliations by each City
department with material revenue. The process documentation for
reconciling accounts receivable and deferred revenue to supporting
information for each period needs to be updated. Subsequentiy,
appropriate City employees require training on the process. Finally, the
processes (by department) need to be tested io confirm operating
effectiveness. Revised completion date is June 2007.

Ayt



Il — Status of the Implementation of the Organizational Structure for

Financial Operations

C:Fge%egdisa}Category - Organizational Structure

Centralize accountability for the accuracy and credibility of the City's financial
reporting under the CFQ. The areas of responsibility would include, a City
Comptroller, a Director of Financial Reporting, the Financial Management Director,
Director of Debt Management and City Treasurer, (Pages 245 & M- 1)

Status: Completed: Prior to January 2006, the City's financial reporting structures

Status:

10.

1.

were distributed throughout the organization. Sorhe reported up to the City
Manager through a Deputy and Assistant City Manager while the City
Auditor & Comptroller, a separate depanment, reported io the Mayor and
Council. This struciure did not promote coordination, communications,
accountability or transparency. One of the first changes | made upon
taking office was to create the position of Chief Financial Officer (CFO)
who is responsible for what | am caliing the Department of Finance. The .
CFO is ultimately accountable for the accuracy and credibility of the City's
financial reporting.

See organizational chart in Attachment A, 2008 Department of Finance.
The City Comptroller (Auditor & Comptroller), Direcior of Financial
Reporting {Financial- Management) ‘Director of Debt Management (Debt

Mannnpmnnf\ and Pli’\l 'Trn‘:.u-l Lrar ( Trecsun y] '_UPU' i Ullt‘.:hlly io lne L.-I"U

The Director of Planning, Budgeting and Financial Analysis (Financial Management
Director) should report directly io the CFO and have principal responsibility for
preparing an annual budget, a monthly budget with comparisons of budget to actual
results year-to-date, analyses of variances and a quarterly report to the City Council
and pubhc setting forth budget versus actual results. (Pages 246 & M- -2)

Completed‘ The Financial Management Darector reports directly to the
CFO and has primary responsibility for preparing the annual budget.
Quarterly reports have been provided to the City Council and public.

The City Treasurer should report to the CFO and have principal responsibility for all
treasury functions for the City. (Pages 246 & M-2)

The CFO should have primary responsibility for, and have as direct reports,
personnel with functional authority over accounting and financial analysis, treasury,
planning and budgeting and financial reporting. This should include authority over

these responsible for all information systems required by these functions. (Page
M-1)

The Budget Direclor should repori directly to the CFQ and have principal
responsibility for preparing an annual budget, a monthly budget with comparisons of
budget to actual results year-to-date, analyses of variances, and a quarterly report
to the City Council and public setting forth budgeted versus actual results. The
Budget Director's Office should serve as a resource for financial analysis, planning
assistance, and services o other City depariments and agencies. (Page M-2)
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Il - Status of the Implementation of the Organizational Structure for
Financial Operations

12.  The City Treasurer should report fo the CFO and have principal responsibility for all
treasury functions for the City. The Office of the Treasurer and the duties assigned
to that Office shall be as otherwise described in the City Charter. (Page M-2)

Status: Completed. The City Treasurer and the Budget Director report directly fo
the CFO. The CFO has authority over accounting and financial analysis,

treasury, fiscal planning, budgeting and financial reporting and the systems

that support these responsibilities. See organizational charts in
Attachment A,

13.  Establish the position of City Comptrolier responsible for accounting and financial
reporting, including preparation of the CAFRs and reporting o the CFO. (Pages
245, 246 & M-2)

14.  Establish the position of Director of Financial Reporting responéible for the
preparation of the City's periodic financial statements. (Pages 246 & M-2)

Status: The establishment of a Comptroller position will require a City Charter
change. Anticipated baliot date is June 2008.. Currently, the duties
outlined for the Director of Financial Reporting are the shared responsibility
of the Auditor & Comptrolier and the Financial Management Director.

More distinct delineation of duties will be established once the Director of
Financial Reporting position has been created.

—
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Since the delivery of my August 24, 2006, memorandum on “Responses to the Remedial
Recommendations Found in the Kroll Report,” staff has combed through the Kroll Report an
additional time and has identified a number of additional recommendations. Most of these
closely tie to remedial recommendations aiready identified and ofien provide some additional
clarity. These additional items are discussed below. As discussed in my cover
memorandum to this document, any number listed below that is 2 whole number (i.e., 4, 20,
52, eic.) reflect remedial recommendations previously identified. The other numbers that
follow (i.e., 4.1, 20.1, 52.1, 562.2, efc.) represent newly reported items.

Remedial Category — Oversight Monitor

4. Ofiginal item. The Monitor sfould make quarterly reports to-the City and the SEC
on the City's progress. (Pages 263 & M-14)

4.1. Additional ltem. City Monitor quarierly reports should be made public in an
‘ appropnate manner |nclud1ng on the City's websﬂe (Page M:<14)

Response: After- the City appomts a Mom‘(or and receives quarterly repofts on the

progress of mplementatlon these reports will bé rade public on the City’ s
websqte

Remedial Category — Audit Comiittee, Formation and Diities

20. QOriginal Hem. The Audit Committee should estabhsh a written charter. (Pages 251
& M-6)

20.1. Additional item. The City's Audit Committee should approve the annual
compensa'aon of the Audltor Géneral and- the annual budget for the ‘Auditor

-------

Response: Requxres City Charter Change. Due date is June 2008.

Remedial Category - Discl_osure '

52 Original it&m. The:City Council should have at least two weeks to review
substaritiglly completed drafis of a prehmmary oﬁenng statement before it is asked
to vote 16 approve 'the final document (Pages 263 & M-14)

52.1. Additional ltem. The City Council members should also establish a reasonable
period of time for the review of a final offering statement document, with marked
changes from earlier drafis. (Page M-14)

52.2 Additional tem. The City CAFR is an integral component of the financial
information provided as parl of any debt issuance; the Clty Coungil shouid review

and approve its use following the same procedures as offering statements. (Page
M-14)




Cclg;"ﬂﬁ lll - Additional Remedial ltems Identified

Response: City Council should estabiish a reasonable period of time by December 31,

2006.

Remedial Category — Financial Reporting

57

57.1.

Criginal item. Al year-end, a budget should be presented to the City Council
containing a fina!l budget-to-actual comparison, along with an explanation of
variances by department. (Pages 262 & M-13)

Additional Hem. Inter-deparimental transiers to meet budget goals, or for any other
purpose, should not be permitted unless approved in advance by the City Council.
(Page M-13)

Response: It-is staff’s position that this has been-implemented. First, the

Appropriation-Ordinance has been modified to remove the klnd of flexibiiity
to move funds around tha‘l were given the City Manager and Auditor and
Comptrolier in prior fi scal years._in addition, the City'Council; through'the
Business Process Re-engmeenng (BPR) Ordinance. still has the authority
to review and take action on any and all movement of funds which result
from BPRs prior to staff's processing any transfers. The City Council will
be asked to approve the ultimate movement of funds via an amendment to
the Appropriation Ordinance ‘periodically throughout the.fiscal year.

. Remedial Cétegory — City Funding of SDCERS

107 Original ltem. The City and SDCERS should make a voluntary disclosure through a

self—reportlng process 1o0. the IRS of the amount: of _any improper. dwersuon of funds
used {o pay retiree health care benefits and cooperate with the IRS 1o bring the Cltys

retiree healthcarg funding into full compliance. (Pages 250 & M-11)

107.1 Additional ltem. Make early disciosure of such costs (retiree healthcare benefits) in

its next issued financial statement. (Page M-11)

Response: While the City has nof published the Net OPEB Obhgat:on on its balance

sheet, it has. drsclosed its actuarially deveiOped liability in the transmittal
Ieﬂer of the ﬁscal year. 2003 CAFR. It will-do the same in ‘all-subsequent
CAFRs and will begin reporimg its Net OPEB Obligation in fiscal year
2008.

Remedial Category - SDCERS Board Structure

118

Original Item. Priorio any appointment,-each potential appointee be requured to
complete a wntien application listing quailflcatlons for the position and any factors
that may |mpac1 on that decision, and that the applicants be required to affirm the
accuracy of the application and a background check of the applicants should be
done by the appropriate City depariment, (Pages 256 & M-0)
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118.1 Additional fem. SDCERS board applications should be shared with the Business
and Governance Commitiee of the SDCERS board. (Page M-9)

Response: City staff will work with SDCERS.

120 Original ltem. SDCERS should adopt a formal charter for each commitiee which
should be updated no less frequent than every three years. Pages 257 & M-9)

120.1 Additional ltem. The annual SDCERS CAFR should include a report from each of
its standing commitiees on significant activities during the year. (Page M-9)

Response: Staff wilt work with SDCERS staff.
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CITY OF SAN DIEGO  TeLzPHONE (519) 236020
001991 ' FAX (619) 236-7215
s Michael ], Aguirre

S CITY ATTORNEY
}
MEMORANDUM OF LAW
DATE.: o January 23, 2006
TO: Honorable Mayor and City Councilmembers
FROM.: City Attorney
SUBJECT: The Rc_lationship Between the City Offices of the Mayor and the Anditor

and Comptroller under the Mayor-Council Form of Government

QUESTION PRESENTED

“What is the relationship between the Office of Auditor and Comp‘a011°r [Auditor] of the
City of San Diego and the Office of the Mayor under the new Mayor-Council form of
government? -

SHORT ANSWER

Under the Mayor-Council form of govemment implemented January 1, 2006, the Mayor
nas the express authority to appoint and dismiss the Auditor, That places the ofnc= under the
Mayor’s supsrvision. However, the Mayor may ot limit or impede the authority or duties given
to, or required of, this public office by Ciry Charter or ordinance, federal or state law.

BACKGROUND

On Nov=mb=-r 2, 2004, the voters of th“ City of San Diego passud Proposition F, whicl
amended the San Diego City Charter 1o add Article XV to “test implementation of a new form of
governance commonly kmown as 2 Strong Meayor form of government.” Charter section 250, The
five-year trial period of governance is operative January 1, 2006 and continues until December 1,
2010, unless the electorate extends this formn of government. Charter § 255. Voters were urge
“t0 elect a chief executive who is accountable for how the City is rum, . . . who had the authonty
to make changes.” San Diego Ballot Pamp. General Elec. Nov. 2, 2004,. argument in favor of
Prop. F.

" Voters were told that “the Mayor would have the authority to give direction io all City
——______officers.znd employess, .except those in departments and offices.recognized.in the Charter 2s

being independent . .. The Mayor would be responsiple for preparing the annual buocct for the
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Council’s consideration and adoption. . . .The Mayor would appeint the City Manager with
Council confirmation. The City Manzger would serve at the pieasure of the Mayor. The Mayor
would appoint the City Auditor and Comptroller, Polics Chief, and Fire Chisf, subject to Council
confirmation. All other managenial depariment heads formerly under the City Manager would be
appointzd by the Mayor and serve at fhe pleasure of the Mayor.” San Diego Ballot Pamp.
General Elec. Nov. 2, 2004, the City Attorney’s Impartial Analysis of Prop. F.

Part of the system of “checks and balances” created by Proposition F was the new offics
of Independent Budget Analyst. San Diego Ballot Pamp. General Elec. Nov. 2, 2004, argument
in favor of Prop. F. The City Council would appoint the Indspsndent Budget Analyst: “to revisw
and provide budget information to the Council independent from the Mayor.” San Diego Ballot
- Pamp. General Elec. Nov. 2, ..004 the City ALt‘tm'nﬂy s Impartial Anaiysis of Pron F.

’ Charter section XV was cffnchv" I anum'y 1 2006, and with its mplcmentanon and the
election of 2 new Mayor, questions have arisen about the reiationship between the Office of ths
Mayor and the Office of the Auditor in the new form of govemance.

| ‘DISCUSSI_ON'

bt

es Impacting the Auvditor.

Effective January 1, 2006, the Mayor assimed all executive authority, powez, and
responsibilities conferred by the Charter upon the City Manager in Article V [Executive and
Administrative Service], Article VII [Finance], and Article IX [Retirement of Employess].
Chartcr § 260 (b). In addition, the Mayor became the Chief Executive Officer of the City of Szn
" Diego.' Charter § 265 (b) (1. - ,

—

A The Mayor’s F_mancial Duties.

The Mayor now serves as Chief Administrative and Chief Budgst Officer of the City,
essuming the duties and r“SpOnBlblhtl’S of the previous Clty Manager. As such, the Mayor
assiumed the duties outlined in Chart er section 28:

. to supervise the admmwrranon of the afjairs of the City except as otherwise
p=cmcally provmﬂd 1n this Charter; to make such recommendation to the
Council concerning the affairs of the City as may ssem to himn desirable; 10 kegp
the Council advised of the financial condition and future needs of the City; 10
prepare and submit to the Council the annual budger estimate and such reports as

' The Charter does not define “chief executive officer.” But the title commonly means “The
nighest-ranking executive in a company or erganization, responsible for carrying out the policies

of the board of directors on 2 day-to-Gay Dasis. The American Hetitage Dictionary of the
EnUb sh Language: Fourth Edition (2000). (hrip://wrww.bartleby. com/61/90/C0289050. nrml)




Honorable Mayor and City -3- January 23, 20us
Councilmembers

C\lg

mezy be eauzrf:a by that body, mcluding an annual report of 2li the Departments

" of the Ciry . . . as Chief Budgst Officer of the City, [the Mayor) shall be
responsible for planning the activines of the City sovernment and for adjusting
such activiues to the finences avaiiable. To this end he shall prepare annually a
compleie financial plan for fhe ensuing year and shall be responsible for the
adminisiration of such 2 plan when adopted by the Council. He shall be charged
with the bringing together of estimates covering the financial needs of the City,
with the checking of these esfimates against the information relative to past
expenditures and income, with the preparation of the budget document and
supporting schedules and with the presentation of the budget 10 the Council.
(Emphasis added).

In addition, the Mayor is to cooperate fully with the Council and ths Office of
~_ Independent Budgst Analyst, including supplying requesting information concerning the budge
process and fiscal condition of the city to the Council and the pubhc Chiarter § '763 (b)(1 4) (15)

B. - Mayor 5 Supervxslon of Officers Respons:ble for Flnanc;al Matters.

With the broad administrative and fiscal responsibilitiﬂs came the Mayor’s authonty o
appomt and dismiss the City officers responsible for City financial matters. He may.appoint and
dismiss the City Treasurer as could fHe previots Cify Manager. Charter §8 260 (b), 29, and 45,

e amendments to- t.hc ‘Charter made no changes in tb= dutiss and re sponsﬂ:mh s of thc office

of the Treasurer, thch include maintaining custody of ahd disbursing City moneys, and

ecording all receipts and c}:psnmtures Charier § 45. Similarly, the Charter fransferred the
authority to appoint the Auditor from the City Council to the Mayor, subject 16 Cotméil -
confirmation, and provides that the Mayor may T2move the Auditor subject to appeal to the City
Council. Charter §§ 265. (0)(10) and (11). However, the Charter made no changes to the dutiss of
the Auditor. The Auditof remains the “chief fiscal officer of the City” according to Charter
section 39, with all of the previously-existing duties and powsrs,

In assuming the rssponsmﬂlry for the proper administration of all affairs of the Clry,
Charter section 29 givas the Mayor the power to appomt and remove:

. .all officers and employses in the administrative service of the City under his
comrol but the (Vayor] may authorize the head of 2 Dapartment or officer
responsible to him to appoint and remove subordinates in such Department or
office. Anpo1ntrn=nts made by, or under the authority of, the {Mayor] shall be on
the basis of administrative ability and of fthe training and experiencs of such
appointess in the work which they are to permzm All such appointments shall be
without definite term unless for 1°mnorary service not o exce ed sixty dave. ..
Charter § 29. - |
Una the new Ionn of gover sn't, the Office of Anditor and Comptroller was J:Dr»sﬂy

T iransiErad 16 the mew executive branch of City govemnment and the officer nolding 2 positon
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of Auditor now reports {o the highest ranking officer within that branch, the Mayor. However,
the Auditor’s independent duties, and powers under the City Charter and San Diego Municipal
Code have not changed To help ensure the Aunditor’s mdcpcnd-nm., the Charter provides a

“checks and balances” by aliowing the Auditor to appeal his ramoval to the City Coimeil.
Charter § 265 (b) (11). Nonetheless, the Mayor’s responsibilities with respect to the City's
finances and budget require that he exercise supervisory authority over the Auditor, subject to
other laws that require the Auditor’s independence when performing his or her duties.

II. The Auditor’s Avthority and Responsibilities Reméin Unchan_ged.

The Ofhce of Auditor is created by the City Charter and the Charter provides the City
Council with only limited authority 1o transfer to others thoss matters the office' might handle
that “do not relate dirsctly to the ﬁnanc=-s of the City.” Chancr § 39. Accorcnnaly, the
Departrnent may not be changed, abolished, combined or r..ar“anged cxc-pt by a charter changs
Similarly, no other Department may be created that woqu duplicate the duties the charter plac"s
upon the Auditor that do.relate directly to the finances of the City. See, Charter § 26; Hubbardv.
Czty of San Diego, 55 Cal.App.3d 380, 387 388 (1976).

In addition, the Mayor would exceed his authonty should hc impede the purmrmancf of

- the mandatdry duties and responsibilities plac.,d upon the Auditor as a public offiéer by the City
Chartér, ordinance, or state or federal.iaw, See, Loclfyer v. Clty and. County of San Franeisco, 33
Cal.4th 1055, 1075-1080 (2004). A Mayor in the new. form of government only has the authority
that is expressly or impliedly conferred upon him or hcr by a charter, 3 MeQuillin, Mun. Corp.
(3rd B4, 2001) § 12.43, p:266; see, Bartlert v. Bell, 58 Cal App. 357 (1922) [Mayor hasno
power to compel Aucntor to act in mattnr to bepefit a third party).

The duties re quu-.,d of and the power provided to the City Auditor by the Clt) Charter
remain intact through the governance change. Charter section 39 specifies the duties of the
Auditor and provides, in relevant part, that:

.. The City Auditor and Comptroller shall be the chi=f fiscal officer of the City.
He shall exercise supervision over all accounts, and accounts shall be kept
showing the financial transactions of all Departments of the City upon forms
pr=scnbcd by him and approved by the City Manager and the Council, He shall
submit to the City Manager and to the Council at jeast monthly 2 summary
statement of revenues and expenses for the preceding accounting period,” détailed
2s to appropriations and funds in such manner 2s to show the exact financial
condition of the City and of each Department, Division and office thereof. No
contract, agreement, or other obligation for the expenditiure of public finds shall
be entered into by any officer of the City and no such contract shall be valid
unless the Auditor and Comptroller shall certify in writing that there has been

? Charter section 89 also requires the Auditor submit similar monthiy statements to the Council.

e
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made an appropniafion to cover the xunnditur and that there remains 2 sufficient
balance to meet the demand thereof.” He shall perform the duties imposed upon
Ciry Auditors and Comprrollers by the laws of the State of Californio, and such
other duties as may be imposed upon nim by ordinances of the Council, but
nothing shall prevent the Council Fom fransferring to other officers mattars in
charge of the City Auditor and Comnrohﬂ' which do pot relate directly to the
Anances of the City. He shall prepars and submit to the City Managef such -

_information as shall be requirsd by the Cl‘ry I\fa.nagsr for the preparation of an
annual budget. He shall appoint his subordinates subject to the Civil Service
provisions of this Charter. (Emphasis added).

Other Chart°r-mandatcd dunes inclnde ﬂ:zw joint determination with the City Attorney of
the proper form, arrangemiznt, and ftemization of the annual appropriation ordinance; and
determination of the “pcrcentaoe change in pnc* 1ndcx” (Chartnr § 71); the keeping of accounts
for each item of appropriation; and the Trans transfer of unsxpﬂ-ndcd funds from these accounts to the
general fund upon completion of the projeut or at the end of one year, Charter § 72, If the
Council fails to include adequate funds in the zppropriation ordinance to cover the Mayor 5
estimate of the City’s debt, or the amount actually required to cover the debt, the Charter reguires
the Auditor to set up an account for the full amount the Mayor estimates or the amount required
to cover the debt, and to ransfer tax revenue into that account. Charter § 74. The Auditor has the

responsibility to examine all payrolls, bills and other claims against the city (except claims for

aarnave.s) and. has th° dlscrﬂtmnar} aufhority to mv=si1 gate such clauns (Charter § 82); he is

- rsspon51b1= for issuing the checks to pay claims against the City that hava been approved by the

heads of the D‘-parmaﬂnt or offices incurring the d=bt (Charter § 83); he receives rﬂports from all
City officials who collect and deposit money for fegs, permits, licenses, inspections, services,
taxes, and other mumcxpa] cha:ncs (Chartcr 5586 and 88), and hé determines the approp"ia.t\.

form of accounis 10 be used by all officers and D“pamnmts of the czty tnat receive or disburse
City moneys (Charter § 87).

Tns Aumtor must mciud° in lns recoras tn- cost or value of al] Cny assets; prssmt 2
balance shest containing fhat information to the Mayor-Manager; and publish that information in
his anfiual report. Charter § 112; SDMC § 22.0708. He must andii the accounts of any officer
who dies, resigns or 1§ rﬂmowd from office, and report the results to the Mayor-Manager and
Council. If the person 1§ found indebted to the City, the Auditor must notify the Mayor and
Council. Charter § 111. And the Audiior has authority to rafuse to issue a warrant for a
retirsment ailowance, if, in the Auditor’s opiniorn, the aliowanc-= has been granted in
contravention of Charter Article IX or ordinances passed under its authority. Charter § 144,

* Charter section 80 also requires the Auditor first cerfify thers are adeguate unsncumberad funds

ld

funds pzjore the Council makes such contracts or orders.



Honorable Mayor and City -6- : ‘ January 23, 2006-
Councﬂmsmb"rs '

001990

The Anditor has additional responsibilities and powers codifisd in section 7, Articis 2of
the San Di=go Municipal Code. For exampls, the Auditor.

. shall, at any tims, have power to examine, check and audit the accounts and
records of any commizsion, board, department, division, office, or employee of
the City; to require an accounting for all cash revenuess of the City, to make and
certify to an actual count of cash and securities, and to prescribe, govern and
control ibe movements, or transfer of all cash ravenues, or sccuntl.s to the
custody of the Cify Treasurer.” SDMC §22.0701.

The Mayor and the Auditor must jointly prepare and submit an annual report to the City
Council and the Financial Reporting Oversight Board on the status 6f the City’s internal financial
controls, with the necessary joint ce ertifications. SDMC § 22, 0708. The Aucutor also has se eparate
duties associated with the City's Compr‘hﬂnmvc Annuaj Fmanmal R"por{ (CAFR) SDMC §§
22.0709, 22. 0710. Accorumoly the Auditor has many rPsponsibﬁmus and duties outhned m the

'Charter, City ordinances, and state laws in addition to the’ repomng obligations to the Mayor and
Clty Councﬂ

' CONCLUSION

: Under the new Mayor-Council form of governancs, the Auditor r“ports to the Mayor as
Chief Executive Officer of the City of San Diego. Undér the Chart*r ‘the Auditor is' rﬂqulrcd o
support the Mayor in his obligation to prcmdc a budget to the C1ty Council and to provide such
other information related to the City’s finances and the admlmstranon of the City. However, the
Auditor does retain some mdcpcnacncc in tha.t the Mayor mzy not limit or impede the authority
or duties given to or requirsd of this pubhc ofnc=r by Charter, ordmancc federal or state law.
Finally, the Auditor’s right to appeal his removal to the City Council prowdcs a check and
balance on any mlprOpGI' interference w1th the Auditor’s duties and responsibilities.

‘Respectiully submitted,

MICHAEL J. AGUIRRE
City Attorney

JK:CMBjk
ML-2006-2
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OFFICE OF MAYOR JERRY SANDERS
CiTtY OF SAN DIEGO

MEMORANDUM
Date: October 30, 2006
To: Honorable Members of the Ci Council
From: Mayor Jerry Sanders
Sub}eet: Kroll Remediation Status fér November 13, 2006, Counci Meeting

In my memorandum dated August 24, 2006, | reported my staff had identified 121 items for
remediation from the Kroll Report. These items were grouped by remedial category and
were described in detail along with antlcapated due dates. in my memorandum dated
October 5, 2008, | updated you on the status of |tems due in September 2006. On
November 13, 2008, my staff will meet with you to discuss the.following:

e Status of remedial itemns completed as of November 13, 2006.
» Status of remedial items in-process but not complete as of November 13, 2006

Attachment A — Mayor's memorandum dated October 5, 2006, Kroll Remediation Status for
Oclober 18, 2006, Council Meeting

Attachment B — City Employee Waste, Fraud, Abuse and Ethics Hotlme Pohcy and
Procedures Manual (Draft)

Attachment C — Anonymous Submission of Suspected Wrongdoing (Whistlebiowers) —
Issues for Govemmem Audit Committees to Consider (source: AICPA)

Attachmeni D - Interest Allocation Remedial Documentation

Cc:  City Attorney :
Chief Operating Officer
Chief Financial Officer
Independent Budget Analyst-
SDCERS
John Dyer



c(1999 I. Remedial items Completed

A. lItems Previously Reported Complete

Kroll ltems 7-12, 46-47, 48(i), 57.1, 107.1 — see my memorandum dated October 5, 2006
(refer o Atlachment A) '

B. Items Completed During this Re_porﬁnq Period
Remedial Category — Audit Committee ~ Formation and Duties

24.  The Audit Committee should have responsibility for the establishment and
monitoring of effective policies and procedures for dealing with "whistieblower"
complaints, including an internal hotline. (Pages 252 & M-6)

Status: Mayoral Office of Ethics and Integrity (OEl) task complete; awaiting meet
and confer process results and formation of Audit Commitiee, see section
I.LB. The OEI has drafted a policy and procedures for the City's hotline
process. Refer to Attachment B. In drafting the ‘policy and procedures, the
OEl used the American Insfitute of Certified Public Accountants (AICPA)
too! kit for “Anonymous Submission of Suspected Wrongdoing
(Whistleblowers) - Issues for Government Audit Committees to Consider.”
Refer to Attachment C.

The policy and procedures include protection for whistieblowers angd meets
the recommendations of Kroll Report item 24, The OEl s in the process of

“meet and confer” with the City’s unions regardmg the policy and
-procedures manual. Once the Audit Committee is in place, the policy and
procedures will be reviewed by the Committee and changed if necessary
(after *meet and confer” with the unions).

Remedial Category — Budget Policies and Practices

45.  The City should publish, along with the annual budget, the significant assumptions
that can materially affect the budget and a comparlson of these assumptions
against actual experience in recent years. (Pages 261 & M-12)

Status: Complete. The City's Fiscal Year (FY) 2007 budget is complete and will be
distributed in Novemnber. Included in this document is a section that describes
the assumptions used to develop the budget. As the City develops its first
five-year financial plan, the projections for the current fiscal year will be
frequently updated. This will provide a working tool for the City Council to
compare budgeted assumptions to actual data.

The City of San Diego does not have actual data for FYs 2003-2005 to
itlustrate actual experience against the budget. In preparation of the FY 2008
budget and subsequent FY budgets, significant assumptions will be compared
against actual experience for prior years.
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002000 I. Remedial Items Completed

Remedial Category - Financial Reporting

54. The City budget should be presented by month, by department. (Pages 261 & M-
: 13)

55.  Atleast quarierly, a report should be prepared reflecting budget-to-actual
comparisons by department in aggregate, with an explanation of significant
variances, to be disseminated 1o the public. (Pages 261 & M-13)

56. The City budget should present budget-to-actual comparisons by department, fiscal
year-to-date, along with variances on a monthly basis. (Pages 261 & M-13)

57.  Atyear-end, a budget should be presented to the City Council containing a final
budget-to-aciual comparison, along with an explanation of variances by depariment.
(Pages 262 & M-13)

Status: Complete. The City budget by month, by department for the first two
accounting periods was provided to the City Council and presented to the
Budget and Finance Committee on October 18, 2006. This report also
contains budget to actual comparisons and an explanation of significant
variances. The report was made public on the City's website. A similar report
will be published on a quarterly basis. Additionally, on September 13, 20085,
The Fiscal Year 2006 Summary Report was presented to the City Council.
This report contains a finaf budget-to-actual comparison, along with
explanations of variances by department.

Remedial Category — Interest Allocation

74. The City must develop an improved cash reconciiiation process, which is more
automated, documented, and complete. The revised process must support
accuracy, timely completion, and improved ease of review. (Page M-16)

Status: Complete (internal control operating effectiveness to be tested by
March 31, 2007). A formal documented process has been completed.
Documentation includes an internal control matrix, process flow, process
narrative and identification of significant contro! activities. Additionally,
remediation documentation contains a background discussion, actions
taken for remediation, design effectiveness assessment, operating
effectiveness assessment and process improvement recommendations.
Refer to Attachment D. The CFO briefed Macias Ginni & O’'Connell on the
remediation documentation and received positive feedback.

Remedial Category — Reconciliation of Accounts

84.  The City must develop an improved cash reconciliation process, which is more
automated, documented, and compleie. The revised process must support
accuracy, timely completion, and improved ease of review. (Page M-16)



7 |. Remedial items Completed

85.  The City shouid develop and implement a timely and less cumbersome bank
reconciliation process to ciearly reconcile bank and the general ledger balances.
The improved process should facilitate timely completion, ease of review, correciion
of errors, and enhance communication between the Comptroller's and Treasurer's
staff. (Page M-16)

Status: Complete (internal control operating effectiveness to be tested by
March 31, 2007). A formal documented process has been completed.
Documentation includes an internal control matrix, process flow, process
narrative and identification of significant control activities.

Additionally, remediation documentation contains a background
discussion, aclions taken for remediation, design-efiectiveness

assessment, operating effectiveness assessment and process

improvement recommendations.
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II. Remedial items Iin-Process

A. ltems In- Process Prewouslv Reported

Kroll items 1-6 and 86 see my memorandum dated October 5, 2008 {refer to
Attachment A).

There is no update to the status of Kroll item 86. Updated status for Kroll Items 1-6 is
presented below.

Remedial Category - Oversight Monitor

1.

Appoint a Monitor to oversee the imp’lementa'tion of and compliance with the

- Remediation Plan. (Pages 263 & M-14)

The Monitor should be selected by the Mayor in consultation with the City Council
and subject to the approval of the SEC and should be an independent person of
suitable standing, independence and experience for the assignment. (Pages 263 &

‘M-14)

The Monitor should have complete and unfettered access to ali City and SDCERS
personnel and records. (Pages 263 & M-14)

The Monitor should make quarterly reports to the Clty and the SEC on the City's
progress. (Pages 263 & M-14) '

The Monitor shouid serve a term of no Iess than three years and should be provided
adequate resources to carry the duties of his offi ice. . (Pages 263 & M-14)

The SEC should have the right, upon request, to expand the scope of the Monitor's
duties following consultation with the City. (Pages 263 & M-14)

Updated Status: In process. Meetings are being scheduled wrth the Council and the City

Attorney to discuss the Kroll- recommended monltor The Mayor will
bring forward a monltor recommendatlon(s) as spon as possible but no
later than January 31, 2007. The scope of dutles term of retention and
qualifications will be consistent with the Kroll Report and any
subsequent SEC order, if applicable. The Coungil wili have the final
approval over the term of retention, scope of duties and qualifications

through approval of the contract entered into between the City and the
monitor.

B. Items In-Process During this .lReportinq Period

Remedial Category — Audit Committee, Formation and Duties

18.

The City should establish a three member Audit Committee comprised of two
members from the public and one City Council Member. The public members
would be nominated by the Mayor and confirmed by the City Council. {Pages 251 &
M-6)
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19,

20.

21.

ll. Remedial Items In-Process

The City's Financial Reporting Oversight Board should be eliminated as redundant
to the Audit Committee. (Page M-6)

The Audit Committee should establish a written charter. {Pages 251 & M-6)

The Audit Committee should meet quarterly, or more often if necessary, with the

© City's independent auditors, the City's Auditor General and the CFO. (Page 252)

22.

23.

The Mayor, CFO, City Attorney, independent Budget Analyst (added) and City
Council shouid have the authority to make requests of the Audit Committee and
Auditor General fo perform intermnal audits of material matters they reasonably
believe fo be warranted. (Page 252)

With the assistance of the CFO and Auditor General, the City's indépendent
auditors would be retained by, report to and take direction from the Audit

. Commitlee. (Page 252)

24.

The Audit Committee should have responsibility for the establishment:and
monitoring of effective policies and procedures for dealing with "whistieblower”
complaints, including an internal hotiine. (Pages 252 & M-6)

I nnA Tarrmm Dla A ik P N P

Status: Leng Term Plan — A City Charter change is reqgiiired 1o fuily meet aii ihe

Kroll Report Audit Committee recommendations identified above. The
Mayor requests the Clty Council direct the City Attorney to prepare a
proposed Charter change that will meet the Kroll Report recommendations.
The proposed Charter change should be included in the June 2008
general election.

Short Term Plan — Until the above Charter change can be effectuated, the
Mayor. requests the Clty Councul direct the City Attorney to amend the
Municipal Code’, using the Kroﬂ Repori language as modified below, to

it in AF Y convert the Fmanc:al Reportlng Over&ght Board inio the Advisory Audit

Committee which will. serve as an advisory board to the Mayor and City
Council.

18.  The City should establish a three member Audit Committee
comprised of two members from the public and one City Council
Member. The public members would be nominated by the Mayor
and confirmed by the City Council. (Pages 251 & M-6) No change.

19.  The City's Financial Reporting Oversight Board should be
eliminated as redundant to the Audit Committee. (Page M-6) No
change,

20.  The Audit Committee should esiablish a written charter consistent
with its role as an advisor to the Mayor and City Council. (Pages

g ! 251 & M-6)

' San Diego Municipal Code, Chapter 2: Government, Arlicle 6: Board and Commissions. Division 17:

Financial

Reporting Oversight Board
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. Remedial tems In-Process

0 0 2 0 U 4 . 21.  The Audit Commitiee, in conjunction with the Mavor and City

Attorney, should meet quarterly, or more often if necessary, with the
City's independent auditors, the City's Auditor General and the CFO.
(Page 252) ’

22. The Mayor, CFO, City Attorney, Independent Budget Analyst
(added)} and City Council should have the authority to make
requests of the Audit Committee and Auditor General to perform
internal audits of material matters they reasonably believe to be
warranted. (Page 252) No change.

23.  With the assistance of the CFO and Auditor General, the City's
‘independent auditors would be retained by, report to and take
direction from the Mayor and City Council. The Audit Committee will
provide input on an agvisory basis. (Page 252)

24. The Audit Committee, in an advisory capacity to the Mavor and City
Council, should have responsibility for the establishment and
monitoring of effective policies and procedures for dealing with
"whistleblower” complaints, including an internal hotline. (Pages
252 & M-6)

Remedial Category — Ethics

42,

To discourage any improper influence of the professionals who serve as
“gatekeepers” to the public financial reporting process of the City, the Municipal
Code should be amended 1o add criminal penalties for such conduct. It should be
unlawful for any elected official, or employee of the City, or anyone acting under
their direction, to take any action to corruptly influence, coerce, manipulate or
mislead any independent certified public accountant engaged in the performance of
an audit of the financial statements of the City or its component units, or outside
legal counsel performing services for the City in connection with an offering
statement of the City, or any actuary performing an actuarial valuation in connection
with the preparation of the City’s or SDCERS's CAFRs, or employees of a bond
rating agency performing a credit rating of the City’s bonds. (Page M-6)

Status: Waiting promised Ordinance from City Attorney's office.

Remedial Category — Budget Policies and Practices

43,  In order io maintain current service levels and address issues such as deferred
maintenance, the City must reduce expenditures by improving efficiency, increasing
the current revenue base, and seeking alternative revenue sources. (Page M-14)

Status: As the City develops its first five-year financial plan, it will address current

service levels and other budgetary demands.
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44,

Il. Remedial ltems In-Process

Ongoing expenditures should be supported by ongoing revenues; capital projects
should identify all future cost considerations and financial impacts, including direct
and indirect costs for each Enterprise Fund; activities supported by user fees should
be fully cost recoverabie; discretionary General Fund revenues should not be
earmarked, increase the General Fund reserve to the range of 7-10%; budget
development should be guided by a long term or strategic ptan proposed by the
Mayor and adopied by the City Council; and after adoption, annual budgets should
be amended only for urgent needs. Specific funding sources should be identified to
pay for these needs. {Pages M-14 & M-15)

Status: A General Fund reserve policy will be presented to the Budget and

Finance Committee at its November 25th Commitiee meeting and to the
full Council for action at a subsequent meeting in December. The policy
will identify a reserve account, separate from the “deep” reserves, which

will serve as a co'ntmgency for unanticipated expenses approved by City
Council during a given fiscal year.

Remedial Category — Retirement Benefits

87.

Status:

The City Council and employees should develop realistic retirement plan
parameters for future City hires. This includes positioning the City to atiract and
retain the talent needed to meet-the citizens' expectations for services, not be

viewed as providing excessive benefit levels, and creating a plan the Clty can
afford. (Page M 25)

A benchmark study of health and retirement benefits for. all employees is in

process. Additionally, benchmark studies of police and f ire compensation
. are in process,
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Date:
To:
From:

Subject:

Afachmest A

OFFICE OF MAYOR JERRY SANDERS
CITY OF SAN DIEGO

"MEMORANDUM

October 5, 2006

Honorable Members of the City Council

Mayor Jerry Sanders 44-;}'}(/— .IQ?A %w_,f W

‘Kroll Remediation Status for October 16, 2006, Council Meeting

in my memorandum daled August 24, 2000, | reported my staff had identified 127 items for
remediation from the Kroll Report. These items were grouped by remedial category and

were described in detail along with anticipated due dates. On October 16, 2008, my staff wil
meet with you to d:scuss the foliowing:

s Status of remedial items identified for completion in"September 20[36 (itéfns 1-6,
46-47, 48.ii; 84-86)

s Status of the implementation of the organizational structure for financial operations
{addresses items 7-14)

+ Additional remedial items identified (items 4.1, 20.1, 52.1, 52 2,57.1,107.1, 118.1,

120.1)

The numbering convention for the additional remedial items follows the remedial categories
identified in my August 24, 2006, memorandum. For example, “new” item 4.1 matches the

remedial category of Oversight Monitor and is most i;’loseiy associated with item 4 from my
prior memorandum.

Attachment A — Financial Opérations Organizational Charis

Cc:  City Attorney

BA

Chief Operating Officer
Chief Financial Officer
SDCERS

John Dyer



002008 | - Remedial ltems due September 2006

A. Completed ltems

Remedial Category ~ City Actuarial Services

46.

47.

The City should periodically, but no less frequently than every three years, retain its
own actuary 1o review the SDCERS actuarial valuation ang the assumplions used,

and to provide an independent assessment of the valuation and its implications for
the City. (Pages 260, M-11 & M-12)

The City must retain its own actuary responsible for determining for the City the cost
of each proposed new retirement benefit and {o issue a report thereon to the City
Council before an ordinance is adopied conferring the benefit. (Pages 260 & M-12}

Status: Complete. The City has retained an actuary, Joseph Esuchanko. The

City's actuary is nearly complete with his first report. The delay in his
completion is the result of additional work assigned by the City in order to
assist with the calculation of the City's Net Pension Obligation for the 2003
CAFR. Revised due date for the report is November 2008.

Remedial Category — Deferred Maintenance

48.

We recommend that the Mayor and the Budget Director establish a process to
identify and prioritize deferred maintenance and unfunded procurement needs. The
Budget D:rector should prepare and present 2 public report identifying cumulative
deferred maintenance and unfunded procurement needs during the annual budget
hearings. The City's approach to funding deferred maintenance and unfunded

procurement should be changed to allow for increased funding in these areas.
{Page M-21) :

In responding to this item, the Mayor's August 24, 2006, memorandum-identifies
four specific components (i, ii, iii and iv). Only items | and ii are addressed below.

i (48.1) Development of a Facility Category Index o '\deniify faciliies and assets
critical to the mission of the City and prioritize those assets for funding to
address deferred maintenance requirements.

Status: Complete. The due date indicated in my August 24, 2006 , memorangum

for this item should have been September 2006 instead of September
2007. This date was transposed with item 48.ii.

i (48.i1) Development of an asset inventory to creaie current inveniories of

essential infrastructure assets {e.g., Chiller Plants, Boilers, Pumps, High
Vollage Switch Gear),

Status: Not compiele. The due daie for this ilem was misstated as Sepiember

2006. The correct due date is September 2007.

"
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| - Remedial ltems due September 2006

B. In Process ltems

Remedial Category - Oversight Monitor

1.

- Appoint & Monitor to oversee the impiementation of and compliance with the

Remediation Pian. (Pages 263 & M-14)

2. The Monitor should be selected by the Mayor in consultation with the City Council
and subject to the approval of the SEC and should be an independent person of
suitable standing, independence and experience for the assignment. (Pages 262 &
M-14)

3. The Monitor should have complete and unfetiered access to all City and SDCERS
personnel and records. (Pages 263 & M-14) 7

4. The Monitor should make quar‘terly reports to the City and the SEC on the City's
progress. (Pages 263 & M-14)

8. The Monitor should serve a term of no less than three vears and should be provided
adequate resources to carry the duties of his office. (Pages 263 & M-14)

B. The SEC should have the right, upon request, to expand the scope of the Monitor's
duties foilowing consuitation with the City. (Pages 263 & M-14)

Status: In process. The appointment of an SEC approved Monilor is a

recommendation that the Mayor supports. Further discussion with Council
and the City Attorney's Office is needed to determine the term of retention
and scope of duties. That discussion will occur prior to the

November 13th, 2006, Council date, where a detailed presentation will be

made,

Remedial Category — Reconciliation of Accounts

84,

85.

The City must develop an improved cash reconciliatioﬁ process, which is more
automated, documented, and complete. The revised process must support
accuracy, timely compietion, and improved ease of review. (Page M-16)

The City should develop and implement a timely and less cumbersome bank
recongcifiation process 1o clearly reconcile bank and the general ledger balances.
The improved process should facifitate timely completion, ease of review, correction

of errors, and enhance communication between the Comptroller's and Treasurer’s
staff. (Page M-16) :

Status: In process. Cash for fiscal years 2003 and 2004 have been reconciled and

reporied to the City’'s external auditors. The establishment of 2 formal
documented process will be complete by November 2006.
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] - Remedial items due September 2006

86. City Departments should reconcile all accounts receivabie and deferred revenue
accounts to supporting information at period ends. Supervisors should review these
reconciliations for completeness and accuracy. (Page M-23)

Status:

ln process. This is & significant task requiring reconciliations by each City
depariment with material revenue. The process documentation for
reconciling accounts receivable and deferred revenue to supporting
information for each period needs to be updated. Subsequently,
appropriate City employees require training on the process. Finally, the
processes (by department) need to be tested to confirm operating

effectiveness. Revised completion date is June 2007.
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7.

Status:

Financial Operations

Remedial Category — Organizational Structure

Centralize accountability for the accuracy and credibility of the City's financial
reporting under the CFO. The areas of responsibility would include, a City
Comptrolier, a Director of Financial Reporting, the Financial Management Director,
Director of Debl Management and City Treasurer. {Pages 245 & M-1)

Completed. Prior to January 2008, the City's financial reporting structures
were distributed throughout the organization. Some reported up to the City
Manager through a Deputy and Assistant City Manager while the City
Auditor & Comptrolier, a separate depariment, reporiec 1o the Mayor and
Council. This structure did not promote coordination, communications,
accountability or transparency. One of the first changes | made upon
taking office was o create the position of Chief Financial Officer (CFO)
who is responsible for what | am caliing the Department of Finance. The
CFQ is ultimately accountable for the accuracy and credibility of the City's
financial reporting.

See organizational chart in Attachment A, 2006 Department of Finance.
The City Comptrolier (Auditor & Comptrolier), Direcior of Financial
Reporting (Financial Management), Director of Debt Management (Debt
Management), and City Treasurer (Treasury) report directly to the CFO.

The Director of Planning, Budgetlng and Fmanc;a! Analysis (Financial Management
Director) should report directly to the CFO and have principal responsibility for
preparing an annual budget, a monthly budget with comparisons of budget to actual
results year-to-date, analyses of variances and a quarterly report 1o the City Council
and public sefting forth budget versus actual results. (Pages 248 & M-2)

Status: Completed. The Financial Management Director reports directly to the

10.

11.

CFO and has primary responsibility for preparing the annual budget.
Quarterly reports have been provided to the City Council and public.

The City Treasurer shouid report to the CFO and have principal responsibility for all
treasury functions for the City. (Pages 246 & M-2)

The CFO should have primary responsibility for, and have as direct reports,
personnel with functional authority over accounting and financial analysis, treasury,
planning and budgeting and financial reporting. This shouid include authority over

those responsible for all information systems required by these functions. (Page
M-1)

The Budget Director should report directly to the CFO and have principal
responsibility for preparing an annual budget, 2 monthly budget with comparisons of
budget to actual results year-to-date, analyses of variances, and a quarteriy repon
1o the City Council and public setiing forth budgeled versus actual results. The
Budget Director's Office should serve as a resource for financial analysis, planning
assistance, and services to other City departments and agencies. (Page M-2)



Il — Status of the Implementation of the Organizational Structure for

Qu2012

Financial Operatlons

12.  The City Treasurer shoutd report lo the CFO and have principal responsibiiity for all
freasury functions for the City. The Office of the Treasurer and the duties assigned
to that Office shall be as otherwise described in the City Charter. (Page M-2)

Status

13.

Completed. The City Treasurer and the Budget Director repori directly o
the CFO. The CFO has authority over accounting and financial analysis,
treasury, fiscal planning, budgeting ang financial reporting and the systems

that support these respons:blll’ues See orgamzatlonal charts in
Atlachment A.

Establish the Pposition of City Comptroller responsible for accounting and financial

reporting, including preparation of the CAFRs and reporting 16 the CFO. (Pages
245, 248 & M-2)

14.

Establish the position of Director of Financial Reporting résponsible for the

preparation of the City's periodic financial statements. (Pages 246 & M-2)

Statué:

The establishment of a Comptrolier position will require a City Charter

“change. -Anticipated ballot date is June 2008. Currently, the duties

outfined for the Director.of Financial Repomng are the shared responsubtluy
of the Auditor & Comptrolier and the Financial Managemeni Director.
More distinct delineation of duties will be established once the Direcior of

Financial Reporting-position has been created.
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0 0 2ine3me deiivery of my August 24, 2008, memorandum on “Responses {o the Remedial
Recommendations Found in the Kroll Report,” stafl has combed through the Kroll Report an

additional fime and has ideniified 2 number of additional recommendations. Most of these
closely tie to remedial recommendations already identified and often provide some additional

clarity. These additional items are discussed below. As discussed in my cover
memorandum to this document, any number listed beiow that is 2 whole number {i.e., 4, 20,
52, etc.) reflect remedial recommendations previously identified. The other numbers that
follow (i.e., 4.1, 20.1, 52.1, 52.2, etc.) represent newly reported items.

Remedial Category — Oversight Monitor

4,

4.1.

Oriainal ltem. The Monitor should make quarterly reports to the City and the SEC
on the City's progress. (Pages 263 & M-14)

Additional {tem. City Monitor quarterly reports should be made public in an
appropriaie manner inclugding on the City's website. (Page M-14)

Response: After the City appoints a Monitor and receives quartierly reports on the

progress of mpiementa’non these reports will bé made public on the City's
website.

Remedial Category — Audit Committee; Formation and Duties

20.

20.1.

Original Item. The Audit Committee should establish a written charter. (Pages 251
& M-6) :

Additional item. The City's Audit Committee should approve the annual

compensation of the Auditor General and the annual 'budget for thé Auditor
General's staff. (Page M-5)

- Response: Requires City Charier Change. Due date is June 2008. .

Remedial Category ~ Disclosure

o2

52.%,

1 52.2

Original Item. The City Council should have at least two weeks o review
substantially completed drafts of & preliminary offefing statement before it is asked
o vote 1o approve the final document. (Pages 263 & M-14)

Additional ltem. The City Councit members shouid also establish a reasonable

period of time jor the review of a final offering statement document, with marked
changes from earlier drafts. (Page M- 14)

Additional item. The City CAFR is an mtegrai component of__the financial
information provided as part of any debt issuance; the City Council should review

and approve its use foliowing the same procedures as offering statements. (Page
M-14)
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Response:

Il - Additional Remedial items ldentified

City Council should establish a reasonable period of time by December 31,
2008.

Remedial Category — Financial Repotting

57 Original Hem. At year-end, a budget should be presented to the City Council
cantaining a final budget-to-actual comparison, along with an explanation of
variances by depariment. (Pages 262 & M-13)

57.1. Additional ltem. Inter-deparimental transfers to meet budget goals, or for any other

purpose, should not be permitied unless approved in advance by the City Council.
(Page M-13)

Response:

It is staff's position that this has been implemented, First, the
Appropriation Ordinance has been modified to remove the kind of fiexibiiity
to move funds around that were given the City Manager and Auditor and
Comptralier in prior fiscal years. * In:addition, the City Council, through the
Business Process Re-engineering (BPR) Ordinance still has the authority
fo review and take action on any and ali movement of funds which result
from BPRs prior to staff's processing any transfers. The City Council will

be asked o approve the ultimate movement of funds via an amendment to

the Appropriation Ordinance pericdically throughout thé fiscal year.

Remedial Category — City Funding of SDCERS

107 Qriginal tem. The City and SDCERS should make a voluntary disclosure through a
self-reporting process to the IRS of the amount of any improper diversion of funds
used to pay retiree health care benefits and cooperate with the IRS to bring the City's
retiree healthcare funding into full compiiance. (Pages 259 & M 11)

107.1 Additional tem. Make early disclosure of such costs (rettree healthcare benefils) in
its next issued financial statement. (Page M- 1‘1)

Response:

While the City has not published the Net OPEB Obligation on its balance
sheet, it has disclosed its actuarially developed fiability in the transmittal
letter of the fiscal year 2003 CAFR. Y will do the same in all subsequent

CAFRs and will begin reporiing its Net OPEB Obligation in fiscal year
2008.

Remedial Category — SDCERS Board Structure

118 Original llem. Prior {o any appoiniment, each poiential appointee be required to
complete a written application iisting qualifications for the position and any factors
that may impact on that decision, and that the applicants be required 1o affirm the
accuracy of the application and a background check of the applicants should be
done by the appropriate City depanment. (Pages 256 & M-9)



0020 15 1l — Agoitonal kemeaial items ldentitied

118.1 Additional litem. SDCERS board applications should be shared with the Business
4 and Governance Commitiee of the SDCERS board. (Page M-9)

Response. City staff will work with SDCERS.

120  Original liem. SDCERS should adopt a formal charter for each committee which
should be updated no less frequent than every three years. Pages 257 & M-9)

120.1 Agdditional tem. The annual SDCERS CAFR shouid include a report from each of
its standing committees on significant activities during the year, {Page M-9)

Response: Staff will work with SDCERS staff.
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Attachment 3
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OFFICE OF MAYOR JERRY SANDERS
CITY OF SAN DIEGO

MEMORAN DUM

Date: November 22, 2006

To Honorable Members of the City Council

From: -~ Mayor Jerry Sanders

Subject: Kroll Remediation Status Report Number 3, prepared for
o December 6, 2006, Council Meeting

In my memorandum dated August 24, 2008, | reported my staff had identified 121 items for
remediation from the Kroll Report. These items were grouped by remedial category and
were described in detail along with antlc:|pated due dates. | have already issued two
memorandums on status (dated October 5, /2006, and October 30, 2006). This is my third
memorandum regarding status of the City’ s Kroll remediation efforts. On December 6, 2006,
my staff will meét with you to discuss the following:

» Status of remedial items completed as of December 6, 2006'
» Status of remedial items in-process as of December 6, 2006

Cc:  City Attorney
Chief Operating Officer
Chief Financial Officer
independent Budget Analyst
SDCERS
John Dyer
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I. Remedial ltems Completed

A, Items Previously Repbrfecl_ :Céh;bl_éte

Kroll item # | Kroll Category Memorandum Reference
7-12 QOrganizational Structure October 5, 2006
24 Audit Committee — Formation and Duties October 30, 2006
45 Budget Policies and Practices October 30, 2006
46-47 City Actuarial Services October 5, 2006
48(i) Deferred Maintenance October 5, 2006
54-57 Financial Reporting October 30, 2006
57.1 Financial Reporting October 5, 2006
74 Interest Allocation October 30, 2006
84-85 Reconciliation of Accounts October 30, 2006
107.1 | City Funding of SDCERS October 5, 2006

B. ltems Completed During this Reporting Period

Remedial Category — Disclosure

[’)

49, Contlnue the operations of the Disclosure Practices Working Group (DPWG) and
add the CFO not only as an official member but also have this person serve as

chair. (Pages 249, M-4 & M-5)

Mayoral task complete. The Mayor s Office submitied a Request 'for.
Councit Action that the City Council direct the City Attorney to amend the
Municipal: Code’ for the following changes to the DPWG.

Status:

* The Chief Financial Officer will serve as the chair of the revised
‘DPWG. :

* Membership in the DPWG will consists of the following five official
- voting members: Chief Operating Officer, Chief Financial Officer, City
Attorney, Auditor General and Independent Budget Analyst (or
designees). Outside disclosure counse! serves as an ex-offi¢io
member,

» No DPWG committee member (including the Chair) can prevent any
other committee member from placing an item on the agenda.
Remedial Category - Forecasting/Projections
66. The CFO and Mayor shouid submit annually to the City Council as part of the

annual budgeting process, a roliing five-year proposed plan that contains major
items, including capital expenditures, deferred maintenance, debt payments and

' 8an Diego Municipal Code, Chapter 2: Government, Article 2, Administrative Code, Division 41:
Securities Disclosure



1. REIIRUIEI IIeMS Lompletea’

0 0 2 D 2 4 other major contractual obligations, 'major revenues by category and a forecasi of
gross cash receipts and gross cash expenditures. (Pages 262 & M-13)

Status: Complete. The Mayor announced the City's first five-year financial plan on
November 14, 2006. The plan will be presented to the City Council on
November 29, 2006. The plan addresses major items, including capital
expenditures, deferred maintenance, debt payments and other major
contractual obligations, major revenues by category and 2 forecast of
gross cash receipts and gross cash expenditures. The plan ¢an be
accessed on the City's website at: '

http://www.sandiego.govimayor/pdffiive_year_plan_11_15.pdf

Remedial Category - City Funding of SDCERS

107. The City and SDCERS should make a voluntary disclosure through a self-reporting
process to the IRS of the amount of any improper diversion of funds used {0 pay
retiree health_care_benefits and cooperate with the.IRS.to.bringthe City's-retiree~ - ~ — - — - -

healthcare funding into full compiiance. (Pages 258 & M-11)

Status: Complete. SDCERS tax consultant, Ice Miller LLP, filed a Voluntary
. Correction Plan report titied "Exclusive Benefit and Prohibited Transactions
~ Retiree Medical Benefits (401(h) Account)” with the Internal Revenue
Service on Juns 22 2008, '
108. The costs should be reflecied in the City's annual budget and five-year plan, and
variances caused by changes in actuarial assumptions-should be explained. (Page
260) o

Status: Complete. For clarification purposes, Kroll item 108 relates to costs for
proposed new retirement benefits for city empioyees.

The City acknowledges the need to accurately calculate the costs of any
new refirement benefits and includes such costs in all budgets and
five-year plans. Additionally, the voters passed Proposition B which will
require the City to obtain voter approval for any increases (with the
exception of cost-of-living) in municipal pension benefits.


http://www.sandiego.gov/mayor/pdf/five__year_plan_11_15.pdf
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Il. Remedial ltems In-Process

A. Items In-Process Previously Reported

Kroll Item # | Kroll Category Memorandum Updated
Reference status?

1-8 QOversight Monitor October 5 and 30, 2006 Yes *

13-14 Organizational Structure October 5, 2006 . No

18-23 pudil ommittee, Formation | october 30, 2006 No

42 Ethics October 30, 2006 Yes *

43-44 Budget Policies and Practices | October 30, 2006 No

86 Reconciliation of Accounts October 5, 2006 + No

87 Retirement Benefits October 30, 2006 Yes *

* see below

Remedial Category - Oversight Monitor

1.

- Appoint a Monitor to oversee the implementation of and compliance with the

Remediation Plan. {Pages 263 & M-14)

2. The Mohitor.should be selected by the'M.ayor in consultation with the City Council
and subject to the approval of the SEC and shouid be an independent person of
suitable standing, independence and experience for the aSS|gnment (Pages 263 &
M-14) ,

3. The Monitor should have complete and unfettered access to all City and SDCERS
~ personnel and records. (Pages 263 & M-14)

4. The Monitar should make quarterly reports to the City and the SEC on the Ctty )
progress. (Pages 263 & M-14)

4.1  City Monitor quarterly reports should be made public in an appropnate manner
including on the City's website. (Page M-14)

5. The Monitor. should serve a term of no less than three years and should be provided
adequate resources to carry the duties of his of'F ce. (Pages 263 & M-14)

6. The SEC should have the right, upon request, to expand the scope of the Monitor's
duties following consultation with the City. (Pages 263 & M-14)

Updated Status: tn process. The Kroll Report recommehded an independent monitor

oversee implementation of and compliance with the Remediation Plan,
The City's settiement with the Security and Exchange Commission
(SEC) requires that an independent consultan/moniior be hired within
60 days from the November 14, 2006, settlement date. The City
beiieves that the independent consultant function called for by the
SEC and the monitor role recornmended in the Kroll Report can be
reconciled and performed by the same person,

e’
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Remedial Category — Ethics

42.

To discourage any improper influence of the professionals who serve as
"gatekeepers” to the public financial reporting process of the City, the Municipal
Code should be amended to add criminal penalties for such conduct. i should be
unlawful for any elected official, or employee of the City, or anyone acting under
their direction, to take any action o corruptly influence, coerce, manipulate or
mislead any independent certified public accountant engaged i the performance of
an audit of the financial statements of the City or its component units, or outside
legal counsel performing services for the City in connection with an offering
statement of the City, or any actuary performing an actuariai valuation in connection
with the preparation of the City's or SDCERS's CAFRs, or employees of a bond
rating agency performing a credit rating of the City's bonds. (Page M-6)

Updated Status: City Attorney action complete. The City Attorney prepared an

ordinance and submitted it for City Council Action on November 1,
2006. On November 13, 2006, at the Special City Council Fmanc;tat
Hearing, the ordinance was reférred to the Rules Committee. The
Rules Committee is tentatively scheduled to review the ordinance at
its scheduled meeting on January 10, 2007.

Remedial Category — Retirement Benefits

87.

The City Council and employvees should develop realistic retirement plan
parameters for future City hires. This includes positioning the City to attract and
retain the talent needed to meet the citizens’ expectatlons for services, not be

viewed as providing excessivé benefit levels, and creatmg a plan the City can
afford. (Page M-25)

Updated Status: The following three evaluations are in process and should be

complete by December 29, 2006:

» Actuarial evaluations of the cost implications of formula changes to
the existing retirement systems

» Benchmark study of Police Compensation and beneﬂts for all
employees

» Benchmark study of Fire Compensation and benefits for all
employees
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002027

B. tems In-Prdcess During this Reporting Period

There are over 120 Kroll remediation items that span many categories, departments and

- related entities. My staff continues to coordinate with the responsible parties related to Kroll
remediation status and milestone dates.

Additionally, for Kroli remediation items that can be executed by accounting/finance staf, Jay
Goldstone, Chief Financial Officer, has established a dedicated team which has kicked-off
remediation planning, scoping and action for the following Kroll items.

Kroli Item # Kroll Category

58-59, 64-65- Financial Reporting

75-80 Internal Conirols

81. : Personns! ‘

82 Procurement’

83 Redevelopment Authonty

86 ' Reconciliation of Accounts
88-89 Risk Management _
90,85 Training |

* Kroll item 76 will require sugmﬁcant effort because it addresses remediation of internal
control weaknesses identified in the Auditor and Comptrolier's 2006 Annual Report on
Internal Controls as well as Management Letters from the City’s external auditors. As
of November 22, 2008, my staff has identified approximately 35 additional financial
internal control items that require remediation by June 30, 2007.



U L}Z n2 e e 4§ WY WS WINWL ML TN (Faﬁﬁﬁﬁlﬁ:aé:g.aggbm_w
’ 9 CITY OF SAN DIEGO

'?E. 2. FROM {ORIGINATING DEPARTMENT): 3 DATE.
Eo_uncil President Mayor Sanders November 22, 2006
%, LT
*~~_ Remediation Status Report Number 3 and Related Action
PRimARY CONTACT (NAME, PHONE & MaIL STA) | - 6. SECONDARY CONTALT [NAME, PHONE & MAIL STA) 7. CHECK BOX IF REPORT TO
| Jay Goldstone / 236-5941] John Dyer / $33-3978 COUNCIL 1§ ATTACHED
- 8.COMPLETE FOR ACCOUNTING PURPOSES '
FUND 9, ADDITIONAL INFORMAT!ON { ESTIMATED COST:
DEPT.
ERGANIZATION
DBJIECT ACCOUNT
JOB ORGER
C.1P. NUMBER r
AMOUNT ]
10. ROUTING AND APPROVALS —
ROUTE APPROVING DATE ROUTE APPROVING ' DATE
1#) AUTHORITY ya A;PROVAL SIGNATURE BIGHED ] AUTHORTTY APPROVAL SIGRATURE SIGNED
N vfpnog | b (o0 Z{/,,Mu Fre ]3>/
> /
2 4 . g
3 10
4 1"
5 . ] DOCKETY COORD: COUNCIL LIASON: ’ }
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_ l X e ) reFer TO: COUNCIL DATE: I
) - ARATION OF: X RESOLUTION(S) X ORDINANCE(S) [J AGREEMENT(S} - [0 DEED(S) |

Please docket the following for discussion at the special December 6, 2006 City Council meeting:
1. third informational update report on the Kroll remediation, and
2. directing the City Atiorney to prepare an Ordinance amending the Municipal Code' consistent with the
following changes:
s The Chief Financial Officer will serve as the chair of the revised DPWG.
e Membership in the DPWG will consists of the following five official voting members: Chief Operating
| Officer, Chief Financial Officer, City Attomney, Auditor General and: Independent Budget Analyst (or
: designees). Ouiside disclosure counsel serves as an ex-officio member.
| e No DPWG committee member (including the Chan') can prevent any other committee member from 7
I placing an item on the agenda.

1A STAFE RECOMMENDATIONS:
1. Docket the reguested items for discussion
2. Approve the recommended action

;‘12. SPECIAL CONDITIONS: }

COUNCIL DISTRICT(S): ALL
COMMUNITY AREA(S):
ENVIRONMENTAL IMPACT:
HOUSING IMPACT:

4ER ISSUES:

|

' San Diego Municipal Code, Chapter 2: Government, Aricle 2, Administrative Code, Division 41

Securities Disclosure
CM-1272 MSWORD2003 (P
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OFFICE OF MAYOR JERRY SANDERS
CITY OF SAN DIEGO

MEMORANDUM

Date: February 21, 2007

To: Honarable Members of the City Council

 From: Mayor Jerry Sanders E_; BL_/

Subject: Kroll Remediation Status Report Number 4, prepared for
: March 5, 2007 Council Meeting

This is the Fourth in a series of status reports regarding Kroll Remediation efforts. To date,
approximately 53 or 44% of the 121 Kroll remediation items have been completed, or are
substantially complete and more than 25 additional items are in-process. Previous staius
reports were issued on October 5, 2006, October 30, 2006 and November 22, 2008. On

~March 5, 2007 my staff will meet with you fo discuss the foliowing:

» Status of remedial items completed as of February 16, 2007 .
« Status of remedial items in-process as of February 16, 2007
» Revisions fo the Disciosure Practices Working Group

- The étaths of all Kroll remediation items will be provided to Mr. Stanley Kelier, lndépendent

Monitor, for observations and comments. Any conclusions made by him will be provided to
the City Council for its review.

Cc:  City Attorney
Chief Operating Officer
Chief Financial Officer
Stanley Keller, Independent Monitor
independent Budget Analyst
SDCERS
John Dyer

Attachment A - CFO Resume
Attachment B - City Attorney Repert Regarding Remediation Measures Requiring Changes

——

fo thé Cify Charier, and Refated Mafiérs
Attachment C - Establishment of a Charter Review Commitiee
Attachment D - Disclosure Practices Working Group Controls and Procedures
Attachment E - Status of Kroll Remediation Items Involving SDCERS



A—Audit Commitiee1o-assumeselected areas of responsibility for“whistizblower®

policies and procedures
-B.  City Council action required to direct the City Attorney to modify the Municipal’
Code to change the membership of the Disclosure Practices Working Group
(DPWG) ' '
C. Internal control operafing design is complete; operating effectiveness (testing)
to be periormed

062032 I. Remedial Items Completed
N A. Items Previously Reported Complete
Additional Action Required |
Kroll Kroll Category Memo City City | Mayor
ltem # Reference | Attorney | Council
7-12 Organizational Structure 10/5/2006 ST S
Audit Committee — : : ! i
24 Formation and Duties 10/30/2006
{whistieblower procedures) 3 ;
45 Budget Policies and 10/30/2008 5
Practices
46-47 City Actuarial Services 10/5/2006 o
48(i} Deferred Maintenance 10/5/2006 :
49 Disclosure (DPWG) 11/22/2006
54-57 Financial Reporting 10/30/2006 3
57.1 Financial Reporting 10/5/2008
| 66 Forecasting/Projections 11/22/2008 d
74 Interest Allocation 10/30/2006 B Noie C
84-85 Reconciliation of Accounts | 10/30/2006 § Note C
107-108 | City Funding of SDCERS | 11/22/2006 R
) 1107.1 City Funding of SDCERS 10/5/2006
Notes:
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|. Remedial ltems Completed

B. Items Completed During this Reporting Period

. Additional Action Required . |
Kroti Kroll Category Memo City City Mayor
ltem # : Reference ; Attorney | Countcil
1-6 QOversight Monitor 211812007 iES e
15 Staff Qualifications 2/16/2007 i 3 >

Audit Commitiee — = o
18 Formation and Duties 2/16/2007 : z Note D
(Long-Term Plan) g
Audit Committee — s
19 Formation and Duties 2/16/2007 Note £
{Eliminate FROB) :
Audit Commitiee —
21 Formation and Duties 21162007
{Scheduled Meetings) ~
42 Ethics 2162007 Note F
Budget Poiicies and Note &
43 Practices : 2/16/2007 :
Disclosure (City Attorney Note H
51 Confirmation) 2/16/2007 5
- Disclosure (City Council
52 Review Period) 21612007
Disclosure (DPWG and :
53 Audit Committee) 2/16/2007
information Technoiogy —
71 Financial Reporting 2116/2007
- Systems
{nformation Technology — ‘
73 E-Mail Systems 2/16/2007
82 | Procurement 2/16/2007
89 Risk Management 2/18/2007
96 Training 2/16/2007
SDCERS Financial
a7 Reporting 2/16/2007
38 SDCERS Internal Controls | 2/16/2007
99 SDCERS Actuarial Services | 2/16/2007
| SDCERS Investment ;
100-101 AGVISOTS - 2/16/2007
| 103 City Funding of SDCERS 2/16/2007
1 106 City Funding of SDCERS 2/16/2007
F . SDCERS Organizafional
113 Structure 2116/2007
SDCERS Staff
114 . Qualifications 2/16/2007
1-190:124-—SDEERS-Board Structure~——-2/16/2067
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4 I. Remedial ltems Completed

Notes:

D.

Leom

Establishment of a Charter Review Commitiee; part of the committes’s
responsibilities include the long-term Audit Committee plan

City Attorney to eliminate Financial Reporting Oversight Board (FROB) as
redundant to the new Audit Committee

improper influence Ordinance is with Rules Commitiee for action

City Council to review budget in April 2007

Internal control operating design is complete; operating effectiveness (testing)
to be performed ‘

Continued by City Council

Short-term plan complete; long-term plan to be completed as part of ERP
project

Shori-term plan comp[ete long-term plan scheduled for completion by
Sepiember 2007

Financial training budget to be submitied to City Council as part of midyear
budget adjustment

The repeal of “Waterfall” is in the process of being docketed with City Council

Remedial Category Oversnght Monitor

1.

Appoint a Moniter fo oversee the mpIementahon of and compliance with the
Remediation Plan. (Pages 263 & M-14)

The Monitor should be selected by the Mayor in cdnsulta_tion with the City Council
and subject to the approval of the - SEC and should be an independent person of
suitable standing, mdependence and experience for the assignment. {Pages 263 &
M-14) :

4.1

The-Monitor should have complete and unfettered access to alt Clty and SDCERS
personnel and records. (Pages 263 & M-14)

The Monitor should make guarterly reports to the City and the SEC on the City's
~ progress. (Pages 263 & M-14)

City Monitor quarterly reports should be made public in an appropriate manner
inciuding on the City’s website. (Page M-14)

- The Monitor should serve a term of no less than three years and shouid be provided
adequate resources to carry ouf the duties of his office. (Pages 263 & M-14)

The SEC should have the right, upon request, to expand the scope of the Monitor's
duties following consultation with the City. (Pages 283 & M-14)

Status: Complete. On January 16, 2007, the City Council approved a

recommendation to hire Mr. Stanley Keller to provide the City with

independeni-Monitoring services called-out-inthe-Security-and-Exchange-
Commission’s (SEC) order as well 2s in the Kroll report. In performing his
work, the Monitor will have complete access to all City and SDCERS

personnel and records. The Monitor was hired for a three year term and his
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l. Remedial Items Completed

5

agreement with the City calls for annual reports to the City and the SEC. The
First report is due 120 days following the approval of the agreement by the
City Councit.

The announcement of the City's hiring of Mr. Keller for independent Monitoring
services is on the City’s website at the following address:

httn:/fwww.sandiego.govimavor/pdf/keller statement 1 16.odf

Remedial Category — Staff Qualifications

15." The CFO should have significant experience with.governmental operations,

o including accounting, financial reporting and applicable disclasure standards, rules
and regulations. The CFO should in particuiar have experience in the preparation
of a CAFR in accordance with governmental accounting standards and offering
statements for a municipal issuer. (Pages M-1 to M-2)

Status: Complete. The City hired its first-ever CFO, Mr. Jay Goldstone, who staried

on January 23, 2006. Mr. Goldstone has significant experience with
government operations, including accounting, financial reporting and
applicable disciosure standards, rules and regulatlons See Aftachment A for
Mr. Goldstone's resume,

. Remedial Category — Audit Committee Formation and Duties

18.

Status:

The City should establish a three member Audit Committee comprised of two

members from the public and one City Council Member. The public members
wouid-be-nominated-by-the-Mayorand- conﬁrmed’oy the City- Councﬂ—(Pages BT E&E——
M-8) -

Short-term action complefe. My memorandum fo the City Council dated
October 31, 2008 had a long-term and shori-term plan for the Audit
Committee. A long-term plan is required because a City Charter change is
necessary to fully meet the Audit Committee recommendations identified in
item 18 gbove. Refer to Attachment B for the City Attorney’s letter dated
Sepiember 1, 2008, regarding Kroll Audit Commitiee conflicts with the City
Charter. The City recently established a Charler Review Committee (refer to
Attachment C). One of the areas the committee wili focus on is *“What Charter
modifications are necessary to implement the Kroll recommendations and
other financial reforms?”

On December 8, 2006 the City Council directed the City Attorney to prepare
an ordinance to amend the Municipal Code to form an interim audit
committee. The City Council approved the establishmeant of a temporary Audit
Committee on January 9, 2007 (Council item 332b). Additionally, the Council

—confirmed the appointments.of three Council. members fothetemporary.audit
~ committee (item 333).


http://www,sandieoo.aov/mavor/Ddf/kellsr
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19.

l. Remedial Items Completed

City Councti méeting results for the above referanced items can be found on
the City’s website at the following address:

hitp://clerkdoc.sannat.ooviWebsite/council-mesting-results

" The City's Financial Reporting Oversight Board should be siiminated as redundant

'to the Audit Commitiee. {Page M-6)

Status: City Council action complete. At its December 6, 2006 Cify Council meeting,

the Council directed the City Atlorney to efiminate the Financial Reporting
Oversight Board (FROB) as redundant to the temporary Audit Committee.

The City Attorney’s Office is planning to complete this action with other code
changes which would reassign the FROB responsibilifies, and define the Audit
Commitiee responsibilities further. Anticipated completion date is April 2007,

21.  The Audit Commitiee should meet quarterly, or more often if necessary, with the

‘Status:

City's indepandent auditors, the City's Auditor General and the CFO. (Page 252)

The Council amended the Meetings of the City Council and Standing
Commiftees for the period January 1, 2007 through December 31, 2007 to
add the Audit Committee (Council item 332¢). Ten mestings are scheduled
for calendar year 2007.

City Couincil meeting resuits for the anove rererenceu ilern can beiound on
the City's websne at the following address:

htto://clerkdoc.sannet.aov/Website/council-meating-resulis

Remedial Cétegory - Ethics

42.

To discourage any improper influence of the professionals who serve as
“gatekeepers” to the public financial reporting process of the City, the Municipal
Code should be amended to add criminal penalties for such conduct. It should be
unlawful for any elected official, or employee of the City, or anyone acting under
their direction, to take any action to corruptly influence, coerce, manipulate or
misiead any independent ceriified public accountant engaged in the performance of
an audit of the financial statements of the City or its component units, or outside
legal counsel performing services for the City in connection with an offering
statement of the City, ar any actuary performing an actuarial valuation in connection
with the preparation of the City's or SDCERS’s CAFRs, or employees of 2 bond
rating agency performing a credit rating of the City’s bonds. (Page M-6)

Status: City Attornay action complete. The City Attorney prepared an ordinance and

submitted it for City Council Action on November 1, 2006. On November 13,
20086, at the Special City Council Financial Hearing, the ordinance was.
referred 10 the Rules Commitiee. The Rules Commitiee is currenily

coordinating with the City Attorney’s Office to docket the item. The ordinance
should be reviewed at a February or March Rules Committee meeting.
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i " Remedial Category — Budget Policies and Practices

| Mo 1y
43.  In order to maintain current service levels and address issues such 2s deferred
maintenance, the City must reduce expenditures by improving efficiency, increasing /ﬂj é/
the current revenue base, and seeking alternative revenue sources. (Page M-14)
Tn ~prrecss
Status: Mayeratachormeompiete, Supporiing data described below will be
included in the 2008 budge! io be submitied to the City Council on April 13,
2007. :

- | presented the City's first five-year financial plan to the City Council on
November 28, 2006. The plan addresses deferred maintenance, reducing
expenditures via various methods, such as, elimination of positions;
business process engineering and streamiining; employze benefit
adjustments; debt refinancing; budget clean-up; release of encumbered
funds; transfer of inactive fund balances; establishing a property business
improvement disfrict; leveraging city assets and managed competition.
Revenues are projected fo increase through normal growth.

| reaiize that the Financial Outlook is only a tool 1o help produce a
comprehensive, long-range analysis of the City's general fund revenues
and expenditures. The five-year financial outlook will be regularly updated
and will be used tn assist with the preparation of the City’s annual budgest.
The plan can be accessed on the City's website at:

htto:l/wﬁvw.sandieoo.oovimavor/odf/ﬁve vaar plan 11 15.Ddf

————Remedial Category=-Disclosure

51.  The City Attorney or City Attorney staff member shouid collect information reievant
to public filings and bond offerings and should confirm, in writing, the accuracy of
this information in the City’s public documents. (Page M-25)

Status: Complete (internal control operating effectiveness to be tested upon the
City's issuance of public filings or bond offerings). The Disclosure
Practices Working Group (DPWG) adopted Conirols and Procedures in
October 2005 (refer to Attachment D) that require the City Attorney's Office
to collect information relevant to public filings and bond offerings and to
confirm, in writing, the accuracy of this information.

52. The City Council should have at least two weeks to review substantially completed
drafts of & preliminary offering statement before it is asked to voie to approve the
final document. (Pages 263 & M-14) :

Status: Complete. The DPWG adopied Controis and Procedures in October 2005
- that require_ii.to_provide_the_City Council. over.twp.weeks ofreviewtime_ .. . . .
before the City Council is asked to approve final offering documents.
| Refer to Article VI of the DPWG Controls and Procedures which are
‘ included as Attachment D.
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|. Remedial tems Compieted

In the most recent ofiering statements (Ballpark Refunding and Water
System Financing), the City Council was provided with over three weeks of
review time, Documentation of over three weeks of lead time is included in
the following Independent Budget Analyst (IBA) Reports.

* IBA Report Number: 07-7, Refunding of the Ballpark Bonds
» |BA Report Number: 07- 8 Subordinated Water Revenue Notes, Series
2007A

53. The DPWG shouid report to the City's new Audit Committee. (Pages 249 & M-5)

Status:

Mayoral task compiete. The Mayor's Office previously submitted a
Request for Council Action that the City Council direct the City Atterney to

amend the Municipal Code for certain changes to the DPWG (refer to

Council item 330 and my memorandum dated November 22, 2006). At the
December 6, 2006 Council meeting, the item was continued until the
independent monitor/consultant is hired and could provide input.

| recommend that the Council add the requirement to item 330 that the
DPWG meet periodically (on an as needed basis) with the City's new Audit

. Committee to discuss the City's disclosure controls and procedures.

Remedial Category ~ Information Technology, Financial Reporting Systems

71.  The City shouid implement and utilize an automated financial reporting system to
prepare the financial statements and complete the year-end closing. The City’

Status:

should mzaintain documentation supporiing ad}ustments to facilitate the review of

fi nancxai-data—(Page—iv’t—% 5)

Short-term plan compiete. To faciiitate éUtomated financial reporting and

* financial documentation, the City completed the production phase of the

data warehousing and business intelligence project on January 5, 2007.
The application can be accessed via the following link: -

hitp:/fintra.sannet.aov/businessobiacis/iogon.do

The long-term plan to remediate Kroll item 71 is the implementation of an
Enterprise Resource Planning (ERP) system. Referfo item 67 in
section 1.

Remedial Categor;y - information Technology, E-Mail Systems

73. Al City “Posi Offices” should be centrally operated, maintained, and backed up.
Consolidating systems and personnel will improve economy and eas2 mainienance.

i1 will_also_ensure consistent dafa.refention.sysiems, policies, and procedures are

used for City information. {Page M-26)
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Status: Short-tarm plan complete. The shori-term plan was to update the e-mail
records retention policies. The long-term plan is the migration of the City’s
e-rail systems to Microsoft Outiook/Exchange and inte one centrally

managed system. The original due data for Micresoft Outlook/Exchange and

one centrally managsad system was June 2007. This has baen revised to
September 2007.

For background information, in early 2006, the Mayor created an e-mail tas
force to evaluate e-mail retention policies and sysiem practices across City

k

government. As a result of these efforts, the task force concluded that there

were two distinct pieces of e-mail retention: records management and
disaster recovery. Afier careful review, it was determined that the existing
records management policies were acceptable, but that disaster recovery
policies (that required keeping backups of all e-mails for just two waeks)
required modification. .

To that end, the task force recommended and the Chief Information Officer

implemented (in October 2008) a revised procedure of retaining backups of

the e-mail system for six months with a provision for extraordinary
circumstances. During extraordinary circumstances {as determined by the
Mayor and his advisors, "special circumstances” include external

investigations, law suits, etc.), the six month window for maintaining backups

can be extended until the special circumstances have elapsed.

Remedial Category - Procurement

82, The City should review procurement procedures to ensure compliance with all
applicable policies, the proper segregation of duties, and the proper safeguard of

requisition-forms—{Page-M-243

{

Status: Complete (internal control operating effeciiveness to be tested by March 31
2007). On October 8, 20086, the Purchasing and Contracting (P&C)
depariment was created 1o ceniralize, consolidate and streamiine
procurement resources and processes associated with contract pre-award
operations for commodities, servicas, consuliant and construction into one
department (refer to City Council item 150). Policies and procedures have

1

been drafted and are pending formal adoption for non-engineering consulting

services which reguire contract execution by P&C. Additionally, a Designati
of Authority memorandum was issued on November 2, 2006 io delineate

on

persans who have the authority to initiate and negotiate a contraci, lease, or
other document or amendment, as well a5 persons who have the authority to

sign and award contracts.

A formal documented process for P&C has been completed for compliance
with Municipal Code item 22.3223. This requires that the City Council

approve awards of contracts exceading $250,000 to a single consultant during

any fiscal year. Documentation.inciudes an interal control_ matrix,_process.

flow, process narrative and identification of significant controf activities.



0062040 | l. Remedial ltems Completed

Additionally, user proiiles within OP!S (Online Procurement information
System) have been remediated to ensure the proper segregation of duties,
Finally, Central Stores Depariment Instruction Number DA-1.01 was issued 1o
ensure the proper and accurate issuance and handling of City financial
requisition forms,

Remedial Category — Risk Management

89.  The City shouid improve monitoring of Workers' Compensation cases and ensure
that payments are made in a timely manner to avoid penalties. (Page M-24)

Status: Complete. The City's Risk Management Department has improved the
* monitoring and processing of workers’ compensation permanant disability
penalty payments. This remediation item is the result of a finding by Macias
Ginni & O'Connell during its fiscal year 2004 financial statement audit. The
finding relates to a 10% penalty that is required on any permanent disability
payment that is more than 14 days after the last temporary disability payment.
The City's improvement in reducing. penalty incidents and amounts is shown

below:.
Fiscal | Penalty Incidents Penalty Amounts
Year ' -
2003 302 $90,891
2004 253 $57,350
2005 | 144 334,827
2006 | 134 . §37,337
2007 . | 45 or 90 annualized * - $10,786 or $21,572 annualized *

* The penalty incidents and amounts for fiscal year 2007 are for the first
six months of the year (July-December 2008). The penalty incidents
and amounts have been annualized, by multiplying by two, for
comparison purposes {o prior fiscal years.

Remedial Category - Training

86. Funding should be added to the budget to ensure adequate training of personnel to
ensure that they remain current on financial reporting standards. (Pages 246 to
247) o

Status: Coniinual. Many of the accounting staff within the Auditor & Comptroller's
' Office has gone to at lzast one training session during this fiscal year.,
Specific funding will be included in the fiscal year 2008 budget for additional
training opportunities in both this Auditor's budget as well 2s in the Financial
Management,
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- Remedial Category — SDCERS Financial Reporting

) 87.  The Audit Committee concurs with actions being taken by the Retirement
Administrator {0 establish a financial reporting function within SDCERS. (Page
M-9)
Status: Complete, Referto SDCERS letter dated January 31, 2007 regarding the
Status of Kroll Remediation (see Attachment £).
Remedial Category — SDCERS internal Controls
98. SDCERS should develop a comprehensive methodology to identify, track, and
recover overpayments made fo deceased pensioners. (Page M-25)
Status: Complete. Referto SDCERS iett.er dated Januéry 31, 2007 regarding the
Status of Kroll Remediation (see Attachment E). | will forward my
recommendation to the SDCERS' Board that this item be tested for internal
control operating effectiveness no later than fiscal year 2008. Additionally, |
recommend that the internal control testing results and documentation be
‘presented to the SDCERS Audit Committes.
Remedial Category — SDCERS Actuarial Services
) A 99, SDCERS shouid rebid the coniract for the perforrhance of its actuarial valuation

every five years and that the actuary not be engaged for more than two five-yaar.
terms. (Pages 260 & M-12} ‘ '

e e Statust-— - Complete- Refer-to SDCERS etter-dated Janwary 31, 2007-regarding the--- - - o
Status of Kroll Remediation (see Attachment £). _

Remedial Catégary — SDCERS investment Advisors -

100. SDCERS shouid require its investment consultants and fund managers to annually
complete a Vendor Disclosure Form that calls for disciosure of all information
regarding remuneration paid or received related to funds managed for SDCERS, as
well as its business dealings with the SDCERS investmeni consuliant. (Pages 258

& M-10)

101. Investment consultanis and managers should be advised that a failure or delay in
filing the annual disclosure will result in a penalty, including termination of services.
{(Pages 258 & M-10) .

Status: Complete. Refer to SDCERS letter dated January 31, 2007 regarding the
Status of Kroll Remediation (see Attachmeant E). | will forward my
recommendation_to the SDCERS’ Board_that these items be tested for internal____
control operating effectiveness no later than fiscal year 2008. Additionally, |
recommend that the internal control testing results and documentation be
presenied to the SDCERS Audit Commitize,

10
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002042 |. Remedial Items Completed

Remedial Category — City Funding of SDCERS

103. The City should contribute to SDCERS annually the Annual Required Contribution,
as calculated by SDCERS actuary, including an amount sufficient to amortize
existing UAAL over a reasonable period of time that assures that current taxpayers
are paying for the full cost of services rendered by employees of the City and not
passed an to future generations, (Pages 259 & M-11)}

Status: Complete. The Mayor's Five Year Plan contains full ARC (Annual Required
Contribution) contributions over an amortization period in compliance with the
“Gleason Settlement.” The City's budgst for fiscal year 2007 contains a
contribution of $162 miliion to pay the full ARC. This contribution was made at
the beginning of the fiscal year (Juty 20086).

Additionally, the plan for fiscal years 2008-2012 provides for payment of ARC
plus to eliminate negative amortization of the UAAL (Unfunded Actuarial

~Accrued Liability). The ARC plus contribution amounts o an additional $27.1
million annual contribution over this period, or $135.5 million in total.

The survey results can be accessed on the City‘s Iwebsite at:

nelf-

[ N H
Hito: fwwiw . 5andiegs.gov/maver/ndi/five vear nlan 11

i.n

108. The City should not use its contribution to pay for any beneﬁts other than retirement
benefits and the related costs of administering the Plan. Thus, no portion of the '
City's annual contribution to SDCERS should be credited against the City's
obligation to pay retiree healthcare costs, or for any other of the so-called

"Waterfall* payments;-uniess and-until-the-City pays the required-ARC: -{Pages- 2594_——— — e
& M-11)

Status: City Attorney action complete. The Municipal Code change to repeal the
“Waterfall” payments is in the process of being docketad.
Remedial Category - SDCERS Organizational Structure
113. The controling legal docurnents must make the Board's authority clear related io
investment policy, actuanal assumptions, system budget and policies, retention of

outside professionals, and administrative rules. (Page M-25)

Status: Complete. Refer to SDCERS letter dated January 31, 2007 regarding the
Status of Kroll Remediation (see Attachment £).

11
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Remedial Category — SDCERS Staff Qualifications
114. The chief accounting officer of SDCERS should have adequate prior experience

with investment operations and financial reporting and disclosures. (Pages 258 &
M-10)

Status: ‘ Complete. Refer to SDCERS letter dated January 31, 2007.regarding the
tatus of Kroll Remediation {see Attachment E). -
Remedial Category - SDCERS Board Structure
119. SDCERS should have standing committees to address board governance,
compensation and evaluation of the Retirement Administrator, invesiments, and an

audit and compliance committee. (Pages 256 & M-8)

121. SDCERS must be free to retain its own independent legél counsel. (Pages 260 &
M-12) : -

Status:  Complete. Refer to SDCERS letter dated January 31, 2007 regarding the
Status of Kroll Remediation (see Attachment E).

12
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ll. Remedial items In-Process

A. ltems In-Process Previously Reported

Kroll ltem # | Kroll Category Memorandum Updated
Reference status?
13-14 Organizational Structure October 5, 2006 No
Audit Commitiee, Formation .
20, 22-23 and Duties October 30, 2006 Yes
44 Budget Policies and Practices | October 30, 2006 Yes *
52:1,52.2 | Disclosure October 5, 2006 No
o Financial Reporting | November 22, 2006 No
75-80 internal Controls November 22, 2006 No
81 Personnel _ November 22, 2006 No
83 Redevelopment Authority November 22, 2006 ~ Nog
B6 Reconciliation of Accounts October 5, 20086 . No
, . ' October 30, 2008, .
87 Retirement Benefits November 22, 2006 Yes
88 Risk Management November 22, 2006 No
80, 85 Training November 22, 2006 No
* see below.

Remedial Category — Audit Committee Formation ang Duties

20.  The Audit Committee should establish a written charter. (Pages 251 & M-6)

22. The Mayor, CFO, City Attorney, /ndependent Budgef Analyst (added) and City

Auditor General to perform internal audits of maierial matiers they reasonably

believe to be warranied. {Page 252)

23.  With the assistance of the CFO and Auditor General, the City’s independent
auditors would be retained by, report 1o and take direction from the Audit
Committee. (Page 252)

Updated Status:

In process. The temporafy Audit Committee was created by the City
Councit during its January 8, 2067 Councit meeting (refer to section |

of this memorandum). The Audit Committee is in the process of
esiablishing 2 written Charter that will address its duties and
responsibilities. The Audit Committee is required to develop and

recormmend a Charter containing the dufies and responsibilities of the
Committee for further discussion and approval by the City Council by

April 8, 2007 (90 days from January 8, 2007).

Reﬁ'ledial Category — Budget Policies and Practices

.. Council shouid have. the authority o make requests of the Audit Committeeand. o ..

44, Ongoing expenditures should be supported by ongoing revenues; capital projects
shouid identify all future cost considerations and financial impacts, including direct

i3
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and indirect costs for each Enterprise Fund; activities supportad by user fees shouid
be fully cost recoverabie; discretionary General Fund revenues should not be
earmarked; increase the General Fund reserve to tha range of 7-10%; budget
development should be guidad by & Jong {erm or strategic plan proposed by the
Mayor and adopted by the City Council; and after adoption, annual budgets should
be amended only for urgent needs. Specific funding sources shouid be identified to
pay for these needs. (Pages M-14 & M-15)

Updated Status: A draft General Fund reserve policy was presented to the Budget and
' ' Finance Commiitee during its November 29th Committee meeting.

" The draft pohcy identifies a reserve account, separate from the “deep
reserves,” which will serve as a contingency for unanticipated
expenses approved by City Council during a given fiscal year. 1t is
anticipated that the General Fund policy will b finalized and
presented to the full City Council by June 2007,

Remedial Category - Retirement Benefits

87. The City Council and emiployees should develop realistic retirement plan

' parameters for future City hires. This includes positioning the City to attract and
retain the talent needed to meet the citizens' expectations for services, not be
viewed as providing excessive benefit levels, and creating a plan the City can
afford. (Page M-25)

Status: Partzaily Complete. To address this item, the City is performing the foliowing
three evaluations:
»  Actuarial evaluations of the cost implications of formula changes to the
existing retirement systems (in-process)

~—————---e—— Benchmark study-of Police-Compensation and benefits for ali-employees - ~— ~—— -
{complete, see below) ‘
*  Benchmark study of Fire Compensat:on and benefits for all employees

(in-process)

On December 21, 2008, the City issued an independent and comprehansive
study of “The City of San Diego Police Classification Compensation and
Benefits Survey Resulis.” The Fact Sheet can be accessed on the City's
website at:

hitp://www . sandieao.gov/imavor/pdf/is pdoav.pdf

The survey results can be accessed on the City's wabsite at:

nitp:/iwww.sandieoo.covimavor/pdf/pdsurvey. pdf

On February 14, 2007, the City issued an independent and comprehensive
study of “The City of San Diego Fire Classification Compensation and Benefits

htto:!/Www,sandieoo.coﬂmgyorlndf/ﬂre survey 2 15 pdf

14
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062046 Il. Remedial ltems In-Process

B. ltems In-Process During this Reporting Period.

Remedial Category - Information Technology, Financial Reporting Systems

67. By June 30, 2007, evaluate the information technology needs of the City, including
benchmarking of existing systems against available systems suitabie for
management of the City's finances and the preparation of timely and accurate
CAFRs and budgets. (Pages 247 & M-3)

Status: In-process. As background information, for the majority of its financial and
accounting functions, the City currently relies on mainframe-based
systems, many of which were developed more than 30 years ago.

The City recently completed a detailed Enterprise Resource Requirements
pltan prior to issuing a Request for. Proposals (RFP) on January 18, 2007 to
replace its aging financial and information management systems. As early
as the City's 2001 Information Technology Strategic Plan, the City
recognized a requirement 1o evaluate options for replacing core financial
and human resources systems.

The City plans to select an Enterprise Resource Planning (ERP) vendor by
March 2007. The news release for the RFP can be accessed on the City's
website at:

httb:!/www.sandiecro.oov{mavdrfodfferu factsheet 1 19.pdf

Additionally, on February 5, 2007, the City Councit adopted item 201
*Approving in Concept a Project to be Known as the Enterprise Resource
= e — Dianning CoreSystem”

Remedial Category —~ SDCERS Financial Reporting

102. The Retirement Administrator and CFO of SDCERS should annually include in the
SDCERS' CAFR a signed management report on the financial statements and
disclosures which include a statement of SDCERS' responsibility for establishing
and maintaining an effective system of internal control over financial reporting and
disclosures; a statement sefting forth SDCERS' assessment of the effectiveness of
the intaernal controls; a statement that based on their knowledge, the CAFR does not
contain any untrue statement of a material fact or omit {0 state a material fact
necessary 16 make the CAFR not misieading; and a statement that the financial
statement and other information included in the CAFR fairly present in all material
respects the net assets and activities of SDCERS for the period presented. (Pages
257 & M-9)

Status: In-process. Referto SDCERS letter dated January 31, 2007 regarding the
_Status.of Kroll. Remediation. (see-Attachment E)..SDCERS.intends-to.inciude - — e o

a management report on the financial statements and disclosures (that meet
the requiremants of Kroll item 102} with its 2006 Comprehensive Annual
Financial Report (CAFR).


http://www.sandfeoo.qov/mavor/pdf/erp
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Remedial Category — City Funding of SDCERS

104. For purpose of calculating annual funding requirements, the UAAL should reflect a
prudent view of economic rezlity and include within it the costs of the Corbett
settlement. {Pages 258 & M-11)

Status: In-process. SDCERS Board action approved and directed the actuary to
include the costs of the Corbett settiement and 13" check. The Actuary report
dated January 2007 contains these components in the UAAL. The Actuarial
Valuation Report was presented at the SDCERS board meeting dated
January 19, 2007. The iink fo the SDCERS board meeting agenda foliows:

http:/flwww . sdcers.org/agendas/2007/anuary/bd admin 1 19 07.odf
(refer to page 6, item IV.A1)

The January 2007 Actuarial Report can be accessed on SDCERS website at:

httn:/imvww.sdcers.ora/imaages/pdf/citv of san diego actuarial valuation reno
1 12 07 finalpdf
(refer to pages 29 and 31)

in addition, at its February 2007 Board Meeting, the SDCERS Board heard
recommendations from Cheiron regarding changes to the amortizaiion
) ' schedule. The Board is expected to make a final decision at its March
' meeting. Other actuarial assumplions will be considerad in 2008.

Remedial Category - SDCERS Organizational Structure

112. To address Board authority and pursue administrative excellence, the controlling
~ documents shouid be reviewad and, if necessary, modified to ensure that the Board -
has the necessary tools available to effectivaty and efncrenﬂy carry out its fiduciary
dufies. (Page M-25)

Status: in-process. Refer to SDCERS letier dated January 31, 2007 regarding the
' Status of Kroll Remediation (see Attachment £).
Remedial Category — SDCERS Board Structure

120. SDCERS should adopt a formal charter for each committee which should be
updated no less frequent than every three years. Pages 257 & M-9)

Status: In-process. The Audit Committee’s charter has been adopied. Chariers are
being drafied for the other standing committees. Refer to SDCERS letter
dated January 31, 2007 regarding the Status.of Kroll Remediation {see

Attachment E).

16
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e JAY M. GOLDSTONE

- PROFESSIONAL EXPERIENCE

CITY OF PASADENA, CALIFORNIA
"~ Department of Finance : :
Director of Finance . January 1996 to January 2006

Direct all aspects of the City's financial operations including its Electric and Water Utilines, Redevelopment Agency, Housing Authority,
and Health Deparunent. Prepare the City's $508 million operating budget. OQversee the investment of nearly $400 million in City funds.
Responsible for purchasing, payrol}, accounts payable, general accounting, information technology, and risk management. Prepare five
year financial plans for the General Fund and Redevelopment Agency and ten-year financial plans the Electric Unlity and Library Fuads,
assist in short and long-term planning. Handle the issuance and management of all debt; review and analyze potental business ventures for
the City; participate in labor negotiations; and work closely with the City Council, providing it with continual financial information and
guidance regarding the City's economic activities and outlook. During my tenure with the City of Pasadena, have issued over $400 million
in debt, including revenue bonds, pension obligation bonds, tax allocation bonds, cenificates of participation, and Mello-Roos bonds.

MARICOPA COUNTY, ARIZONA
- Department of Finance
Manager of Finance _ November 1994 to August 1995

Planned, organized and directzd the operations of the Department of Finance. Assigned work responsibilities to 59 professional and

suppon staff, recommended and developed fiscal policy and procedures; established and monitored fiscal control procedures; prepared

"~ financial reports; analyzed the financial impact of proposed legislation; and work with all County department on various fisca) issues. -
) ‘articipated in the negotiations of 2 multi-year, roulti-million dollar contract 1o privatize the County Hospital patient billing system.

CITY OF RICHMOND, CALIFORNIA
- Office of the City Manager ‘
Interim City Manager : February 1993 to January 1994

The City of Richmond has a nine member City Council, over 1,250 full time and part time employees and an annual operating and capita!
improvement budget of nearly $220 million. Worked closely with the Mayor and Ciry Council on all City related issues, implemented
Council policies, ‘served as intermediary between staff and the Council, worked with the 39 neighbothood councils, implemented
Community Policing; completed the Environmenta} Impact Report (EIR) on the City's General Plan update; completed an EIR on a §750
million Cizan Fuels Project for z Cbevron Refinery; negotiated financial and employment egreements with Chevon as part of its Project;
negotated development agreements, developed a balanced budget in light of State revenue tansfers, de veloped and unp1=m=me,d various
ordinances in order improve public beauntification; and d=veloped 2 public relations campaign in order 1o both improve the City's image and
promote economic development. '

- Department of Finance
- Director of Finance . : May 1988 to November 1994
(except as noted above)
Directed ali aspects of the City's financial operations including its Port, Redevelopment Agency, and Housing Authority. Prepare the City's
$220 million operating and capital improvement budget. Oversaw the investment of City funds. Responsibility for purchasing, pavroll,
accounts payable, general accounting, and risk management. Under my direction, the City developed a five year financial plan to assist in
short and long-term planning. Handled the issuance and management of all debt; reviewed, anaiyzed and participared in the negotiations of
potential business ventures for the City, participate in labor negotiations; and work closely with the City Council, provm.mg it with

——connnual financial information and guidance regarding the City's economic.activities and outiook.

{page 2)
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CITY OF SANTA CLARA, CALIFORNIA
- Finance Department '
"i Assistant Director of Finance ' October 1985 to May 1988

Coordinated the preparation and presentation of the City's 5260 million budget. Supervised the daily investment of the City's $200 million
portfolio. Impiemented the City's on-line Financial Management Information Systern, including validaring System accuracy, establishing
System balancing control procedures, revising operating and accounting procedures, and raining City staff. Issued and managed debt.
- Prepared, monitored, and updated the City's five-year financial pian. Worked witb City departments on financial related issves. Performed

£ost snudies,

SAN MATEO COUNTY, CALIFORNIA
- Department of Community Services, Director's Office

Administrative Coordinator _ ) 1980 10 1985
- Department of Community Services, County Library : ‘

Management Analyst IT1 B ' 1979 to 1930
- Department of Health and Welfare

Management Analyst V0 ‘ 1976 t0 1979

Prepared departments’ budgets. Presented proposed budgets to Board of Su;;cr\fisors. Prepared fiscal projeétionS and monitored program
revenues and expendinires. Negotiated and monitored contracts, Conducted studies and analyzed programs and services to determine cost
.effectiveness and usefulpess, Established fiscal monitoring procedure to track both direct expenditures and the aliocation of overbead to

various funding sources,

EDUCATION

Master of Business Adminisiration University of Santa Clara, CA 1983
- Course ewmphasis in Finance

/Master of Public Administration Arizona State University 1975
- Course emphasis in Municipal Administration ' )

Bachelor of Science’ ' University of Minnesota ' 1873
: Triple major in Political Science, Economics, and Business Admin. '

PROFESSIONAL MEMBERSHIPS: Issuers® Advisory Group of the Municipat Securities Ruling Making Board (MSRB)
Revepue & Taxation Comumittee - League of California Cities
State Controller's Advisory Group on Financial Reporting
. Government Finance Officers Association
‘California Society of Municipal Finance Officers (CSMFO)
California Municipal Treasurers Association (CMTA)
Former Member of the CDIAC - Technical Advisory Committee for Debt
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September 1, 2006

REPORT TO THE HONORABLE
MAYOQOR AND CITY COUNCIL

RE: REMEDIATION MEASURES REQUIRING CHANGES TO THE CITY CHARTER,
AND RELATED MATTERS

INTRODUCTION

The “Report of the Audit Committee of the City of San Diego” {Kroll Report] was
presented to the San Diego City Council at its meeting on August 8, 2006. The report suggests
senous deficiencies in the City’s financial reporting obligations and proposas UM ETOUS
rsmed:anon measures,

On August 24, 2006, the Mayor issued a plan to implement certain remedial measures,
[Mayor’s R“Doﬂ] The Mayor’s plan will be considered by the City Council at a special meeting
on Sept ember 6, 2006.

The Kroll recommendations incorporated in the Mayor’s plan include some items that
would significantly change the City’s anditing and financial reporiing structure, The Mavor’s
report acknowledges that some Charter changes will be required to implement the .
recommendations. '

Among other concerns, the recommendations to the Counci] sugges{ new committess and
outside individuals be vested with decision making authority previously exercised by, and legally
reserved fo, elected officials, These types of changes confiict with the City Charter and, prior o
. implementation, will require a vote of the electorate on specific Charter amendments.

Falure to obtain the required Charter modifications prior o implementation would result
in actions taken in excess of the junisdiction of the offices of the Mayor and/or City Council
(Ultra vires acts) rendering all such acts “void” fom inception. Such actions couid subject the
City 10 liability for actions taken, or not taken, by persons asserting authority whers none has
‘been legally granted; subject persons acting under such deficient authority to exposure for which
there would benone of the immunites associated with government service; and further
complicate the ability of the City to resolve iis issues with federal regulators and to re-enter the
capital markets.
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Th1s initial report will hig gnlight, by example, some of the suggested remediation
sasurss that require changss to the City Charter and wil! provide recommendations for further
action. In particular, this report focuses on:

1. Changss to the composition of the San Diego Clry Employes
Retirement System Board of Adminisiration;

2, Changes to the Office of the City Auditor and Controller;
3. Creation of an “Audit Commirtee”;
4, Appomtment of a “Morﬁtor”; and .
5. ‘Changes to the jurisdiction of the Office of the City Attomey to
shiminate that office as atiorney for the Ret_iremsnt Systcm..
- DISCUSSION
L The City Council may notl Impact, by Ordinance, Charter-Establishgd Ciry

Departments or Charter-Established Duties of City Officials.

A charter is the supreme law of a city, subjsct only to constitutional Hmitations and
presmptive state law. Domar Electric, Inc. v. Ciry of Los Angeles, 9 Cal. 4th 161, 170 (1994).
“[I)t 15 well settied that a charter city may not actin conflict with its charter,” and that “[alny act
that is violative of or not in compliance-with the-charter-is void.” Jd. at-171. This means that the - -
Ciry Charter’s authority is greeter than the authority of any ordinance enactad by the City's '
legislative body, the City Council. Should an ordinance 6r other action by a City Council
conflict with what the charier provides, the City Council’s action is void and unenforceable,

The City Council has the authority to place measures before the voters that propose
changes to the City Charter, either at its own discretion, or 2s mandaied after the pressptation of
certain certified voter petitions. See, Howard Jarvis Taxpavers Assn. v. City of San Diego, 120
Cal. App. 4th 374, 377-380 (2004). The actual changes 1o a Clry Charter may only occur by a
vote of the electorate.

Established Ieea] authority and City Chart r section 26 precluds any Council action by
ordinance that seeks 1o change a charter-established department of the City or a chartez-
established dury of a city official. Chaiter section 26 provides in pertinent part:

The Council shall by ordinance, by majority vote, adopt an
administrative code providing for the detailed powers and duties of
the adminiswative offices and departments of the City.

Government, based upon the pr0v151ons of this Charter. Thersafter,
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U except as established by the provisions of this Charter, the Council
may change, abolish, combine, and rearrange the departments,
divisions and boards of the City Government provided for in said
admimistrative code, but such ordinance creaing, combining,
abolishing or decreasing the powers of any department, division or
board shall requiré a vote of two-thirds of the members elected to
the Council. The Council may by ordinance, if authorized so to do
by the general law of the State, provide that any function of the
City may bs performed by the County or that any function of the
County may be performned by the City, provided the respective

- legisladve bodies authorize and approve such transizr and
assumption of function. There may also be established a combined
City and County district for the performance of any function,
{Emphasis added). |

ection 26 was ass=ssed in Hubbard v. City of San Diego, 55 Cal. App. 3d 380 (1976).

“The court found that: *. .. the power of the council to ‘change, abolish, combine, and rearrange

the departments, divisions and boards of the City Government provided for in said admimistrative.
code’ is limited by the words ‘except as established by the provisions of this Charter.” Id. at
387. The court then held, most unequivocally that:

We face the problem whether the council, under {he charier, may

create a Gepartment of city govermment not provided for by the

charter and remove it from the supervision and control of the

manager by designating that deparmment a legislative deparmment

without regard to the powers.and duties attempted to begiventoit. . - . _ _. . .. .. ..

We hold that the council cannot do so.

The-council may not create a department of the city government,
by whatever name it is given, which duplicates or infringes upon
the specific powers or duties assigned by the charter 10 another
department or, generally, 1o the manager.” Id. at 388 [Emphasis
added). '

Another San Diego case, Dadmun v. City of San Diego, 9 Cal. App. 545 (1908), prohibits
the City Council from transferming the duties given to a ciry officer by the charter 10 another by
ordinancs. In Dadmun, the City Council passed an ordinance creatng the office of special
prosecuior to prosecuie only municipal ordinance viclations. The Ciry Charter at that ume
provided that the prosscution of municipal ordinances was the duty of the City Attorney. The

" Court nelé that “the city council cannot relieve a charter officer of the city fom the duties

devolving upon him by the charter and designate another to perform those duties . . .. It follows,

to prosecute criminal violations of ordinances was unauthorized and void . .. ."” /d. a1 551,
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These court decisions and City Charter section 26 limit the City Council’s ability to take
action by ordinance to implement the suggested “remediation measurzs” that conflict with
existing Charter provisions establishing or assigning duties to City departments or officials. They
similarly preclude the Mayor’s office from implementing those changes administratively prior i
Charter revision by the electorate.

IL. Changes to the Composition of the San Diego Retirement Board of Administration.

The Kroll report recommends several changes involving the San Diego City Employae
Retrement System. One of the proposals is to change the size and composition of the Board that
administers the System. Kroll Report, Apr'ncux M-8. City Charter section 144 governs the
composition of that Board. This proposed change conflicts with the existing charter. A change o

- the City Charter is required in order to change the composition of that Board.

III.  Changes Impacting the Office of Auditor and Comptrofier.

The Kroll report recommends several changes that will impact the Office of the Auditor

and Comptroller as it now exists. The dutes of the Auditor and Comptrollcr are broad and

aried under the City Charter and the San Diego Munlmpal Cods. A partia} summary of those
dunes is included in 2 memorandum prepared by this Office enutled “The Relationship berween
the City Offices of the Mayor and the Auditor and Comptrolier under the Mayor-Council Form
of Government” (January 23, 2006), a copy of which is attached. The proposs =d remedial
mezsures eliminate the position of the Auditor and Comptrolier and create five (5) new offices:
an Auditor General, z separate City Comptrolier, 2 Director of Financial Reporting, a Director of
Financial Mznagement, and a Director of Debt Management. It may also be appropriate to

end the Charter to clarify the role of the Chief Finapcial Officer.

The suggested restructurings in these offices will require am"nam*‘nts 10 the C1ty Chan*r
I'V.  Creation of ap Andit Committee.

The Kroll Report recommends the creation of a three-member Audit Committee,
consisting of two citizen members and one member of the City Council. The Two citizen
members are to be appointed by the Mayor with Council confirmation, and wili receive
compensation. Appendix M-6. The Kroll report recommends that the City’s indspendent avditors
“should be retained by, report to, and take direction from, the Audit Committse.” /bid. The
Committes s to be given the power fo select and retain independent auditors, Who will report
only to 1t, /bid. The City’s rmam:lal Oversight Board is to be eliminated 2s redundant to the
Audit Commitise. Jbid.
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The Kroll R:port recommends that the proposed naw Auditor General report to the Audi
Committze. The Audit Committee would set this official’s annual compensation and the anmual
budget of this official’s new depariment. The Auditor General can be removed from office for
cause ‘loy the Audit Commities or upon the vote of three-guarters of the City Council. Appendix
M- 3, ‘

The suggestion that the Audit Commitiee have the authority to set salaries and/or budgsts
conflicts with City Charter section 1.1, and related sections. Section 11.1 expressly forbids the
Ciry Council from delegating its responsidility to adopt ordinances to raise or spend public
money, including “the annual budgst ordinance, or any part thereof, and the annual ordinance
setting compensation for Ciry employees.” Also see § 290 [City-Council must set and adopt the
terms of the salary ordinance and the Ciry Budget]. The City Charter requires the City Council
10 approve the range of compensation for all City officials and the budget for alt City
departments. As noted in Part I above, the City Council mey nor by ordinance create an Audit
Committes and provide it with powers that confiict with the Council’s charter-required duties.
This may only be accomplished by a change to the Charter.

If the Andit Committee 1S intended as an advisory commitiee, s proposed duties also
conflict with another Charter section. The Kroll Report recommends the citizen members of this
cornmitee receive compensation. This recommendation conflicts with section 43(a) which
forbids such compsensation: “The members of such boards shali serve without compensation . . "
City Charter § 43(a). However, this may not become an issue as the Mayor’s Report indicaies
that: “It is anticipated that members of the Audit Committes will not be compensated for serving
on the Committee, See, Mayer's Report, p. 5.

The Kroll Report zlso recommends the Audit Committee retain and direct the City’s
independsnt auditors; and the Committee is to have ultimate authority over the office of Auditor
General, including the absolute right to set the salary for the City Official and the budget for the
department, and 10 remove this City Official for cause. This authority also conflicts with section
43(a) which provides: “The members of such boards shall . . . not . . . direct the conduct of any
Department or Division.” ‘

The creation of the Audit Commuttee requires changes to the City Charter. The Mavor’s
suggested.timeline for the creation of this commities must necessarily be deferred to coincide
with the remainder of the ballot proposals for the November, 2008 el=ction.

' This position was reiterated by the authors of the Kroll report in an article August 30, 2006 in

the San Diego Union Tribune “An Opportunity to Move Forward.” They stated: “The audit
comumittee also sets the compensation and budget for the anditor, which should allow them 1o do

heir oversight without undue infinence from any branch of government.”
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V. Appointment of an Independent Monitor to Oversee the Cify’s Remediation Plan.

The Ksoll Report suggests the appointment of an independent “Monitor”, a person who
must have “complate and unfettered access to ali City and SDCERS personnel and records.”
Appendix M-14. The SEC is to be @iven the nght, whenever it choosss, to expand the duties of
this Monitor. Jhid. :

The Mayor’s Report accepts this recommendation and indicates that the sélection
process has begun. The Mayor anticipates paying more than a millior dollars 2 year for thrae
years of this individual’s services. Mayor’s Report, p. 1. The Independent Budgst Analyst
recommends more public discussion on the necessity of this position, scope of work and funding
requirements before the Council approves any contract for this individual. For several reasons,
we agres that additional public discugsion is essential to this process.

Under existing City Cha.rtsr provisions, neither the Mayor nor the City Council may
contract for the services of an individual that would include such a broad delegation of authority. .

The Mayor has the authority under City Charter section 28 10 hire c.ertain experts and
consultants. Those individuals contract with the City and receive their duties and direction from
- the City. The Monitor described in the Kroll report is plainly nor such an individual.

Although the City would pay for this individual’s services, the report contemplates that
an outside agency would set the duties of this official, not the City. No aspect of the Ciry
Charter provides the Mayor or the City Council with the authority to select 2 private individual
and provide them with © ‘unfetiered” access and authonty over Ciry affairs.>

2 City Charter section 40 gives broad authority to sxamine th*‘ affairs of the Ciry to only
one City Official, the City Attorney. It provides: “The City Attorney shall have chargs and
custody of all legal papers, books, and dockets belonging 10 the Ciry pertaining to his office, and

. may demand and receive from any officer of the City any book, paper, documents; or
evidence . . . . required for the purpose of the office.” The Dadmun and Hubbard cases provide
that the Ciry Council may not contract for the ssrvices of an individual and grant powers that
conflict with the powers already given by the City Charter to a City Official. Accordingly, the
‘appointment of an independent Monitor would require a Charter amendment.
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Monitors may be appointed to oversse the implementation of court-ordered remadiation
plans and given jurisdiction over certain affairs of a City in 2 appropriately filed legal
procesdings. Likewise, they may be included in certain administrative proceedings, “consent
decrees” and the like. The City is in discussions with the Securitiss and Exchange Commission
regarding securities refaied issues. It is not inconceivable that a “Monitor” will be a required
element of the resolution of our efforts with that agency. In such case, the term of service, and
the role, of the person serving as the City’s Monitor will be tailored o the specifications of

ervices deemed to be reguired by the SEC and that person will have authority under well
established lzgal authority. Adopting the “Monitor” suggested in the Kroll Report is inconsistzat
with the grant of jurisdiction required by the City Charter. It also adds nothing to the resolution
of the monitoring functions which may be required by the SEC, and may in fact confiict with that
process®

V1.  Changes to the City Attorney as Attorney for the Retirement System.

The Kxoll Report recommends that the City’s retirement system be free to retain its own
indepzndent counsel. Appendix M-12. San Disgo Charter section 40 lists the duties it requires
of the City Attorney. One of them is that “The Ciry Attorney shall be the chief legal adviser of,
and artorney jor the City and all Departments and offices thereof in matters ralating to their
offcial powers and duties, except in the case of the Ethics Commission, which shall have it own
Jegal counsel independent of the City Attorney.” {Emphasis added]. San Diego Mumicipal Code
section §22.1801(b) designates “the departments of the City of San Diego within the meaning of
the Chart‘-r and ordinances of said City.” One of the City Deparunents is “City Retirement.” The
Ciry | ent System is 2 City Department. It follows that the City Attorney is the Svstem’s
Attornvy by City Charter mandate. :

The City Attorney’s duty to provide lecral services to the Clt}' has historically 1nclud d
providing services to the retirement system. However, this issue is currently the subject of
litigation, and will ultimately be resolved in that forum. In the meantime, the suggested
recommendation to permit this City Department to retain independent counse] confliicts with the

. 2 Federal courts can utilize outside monitors to observe, examine and scrutinize public
corporations, police departments, unions and even industriss entering into comprehensive
settiement agreements to avoid further prosscution for wrongdoing. These monitors are given
specific direction and duties by the Court. To insure the monitor s fully indspendent of the
entity which 1t is scrutinizing, the monitor 1s chosen, employed and subject to replacement only
by the Court. The Court appointed monitor is required 1o provide the utmost of honesty and

candor to the Court. Failure to do so couid place the monitor itszlf in contempt.

In the typical settiement or remediation agreement, the monitor is required o periodically

report its findings to the Court.
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piain language of Charter ssction 40. To transfer that duty wo another person would requirs a

change to the City Charter.

CONCLUSION

The recommendations in the Kroll Report involve complicated and interrelated changes
to the City Charter and to many related portions of the San Diego Municipal Code. The changes
will be more complex than the recent change to our trial Mavor-Counci] form of govermment.

The City needs to carefully consider the many ramifications. One of the most significant,
for example, is whether these remediation measures should be enacted to coincide only with the
duration of our Mayor-Council governance structure, due to expire in 2010.

This office has only begun to assess the le al ramifications of these recommendations in
this initial and preliminary report: We expect there WJH be other remediation me asures that may
also require charter changes. '

To avoid inadvertent implementation of the remediation measures in 2 manner prectuded
by lawi, we suggest the Council recetve the Mayor’s Report but take no immediate action on it as
a whole. The Council should consider and ultimately decide which speciﬁc measures it wishes
to move to Imp!ementamon Each such ftem will be (e subject 61 pit umw impicmcntation advice
from this office.

Respectfully submiitted,

W 6& )«a,n-u.»d..
MICHAEL J. AGUIRRE
- City Attorney

MIAJAK 3k
RC-2006-25 -

Attachment
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OFFICE OF MAYOR JERRY SANDERS
CITY OF SAN DIEGO

MEMORANDUM
Date: April 8, 2007
To: Honorable Members of the City Council
From: - . Mayor Jerry Sanders (/
Subject; Kroll Remediation Status Report Number 5, prepared for -

Aprit 23, 2007 Council Meeting i

This is the Fifth in a series of stafus reporis regarding Kic! Remediation efiarts. To date
-approximately 62 or 51% of the 121 Kroll remediation items have been comp!eted or are
substantially complete and more than 35 additional items are in-process: Although the City
has made tremendous progress to date, there are still many important itermns remaining to
complete our Kroll remediation efforts. On April 23, 2007 my staff will meet with you to
discuss the following:

« Status of remedial items compieted or substan‘ual!y completed as of April 9, 2007

» Status of remedial items in-process as of April 9, 2007

* Timeline modifications

The status of all Kroll remediation items Will continue to be provided to Mr. Staniey Keller,
independent Monitor, for observations and comments. Any conclusions made by him wil
be provided to the Ctty Council.

Cc:  City Atiorney
Chief Operating Officer
Chief Financial Officer 7
Staniey Keller, independent Monitor
Independent Budget Analyst
SDCERS
John Dyer

Aftachment A - Greg Levin resume, comptroller functions
Attachment B - Tracy McCraner resume, financial reporting functions
Attachment C ~ Kyle Eiser resume, internal audit functions

Attachment §
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A. ltems Previously Reported Completed or Substanrtially Completed

Additional Action Required
Krofll | Kroll Category | Memo City City Mayor
Item # Reference | Attorney | Council
1-6 Oversight Monitor 2/21/2007
7-12 Qrganizational Structure 10/5/2006
15 Staff Qualifications 2/21/2007
Audit Committee ~
18 Formation and Duties 2/21/2007
(Long-Term Plan) '
Audit Committee — _
19 Formation and Duties 212112007
{Eliminate FROB)
Audit Commitiee ~—
21 Formation and Duties 212112007
(Scheduled Meetings)
Audit Commitiee —
24 Formation and Duties 10/30/2006
{whistieblower procedures) ‘
42 Ethics 2/21/2007
Budget Policies and ;
A5 Prastices 10/30/2006 |
46-47 City Actuarial Services 10/5/2006
438(i) Deferred Maintenance 10/5/20086
49 Disclosure (DPWG) 11/22/200
Disclosure (City Attorney
51 1| Confirmation) 2/21/2007 _
Disclosure (City Council '
52 Review Per(iod) 2!21"2007
Disclosure (DPWG and
o3 Audit Committee) 212172007
54-57 Financial Reporting 10/30/2006
57.1 Financial Reporting 10/5/2006
66 Forecasiing/Projections 11/22/2006
Information Technology —
71 Financial Reporting 212112007
Svstems
information Technology —
73 E-Mail Systems 2/21/2007
74 Interest Allocation 10/30/2006
82 Procurement 212112007
| 84-85 | Reconciliation of Accounts | 10/30/2006
89 Risk Management 2/21/2007
o6 Training ) 2/21/2007
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Additional Action Required

Kroll Kroll Category - Memo City City Mayor
ltem # Reference ; Attorney | Council

SDCERS Financial _ PR S 2

o7 2121/2007

Reporting SR Wiy
a8 SDCERS Iinternal Controls | 2/21/2007 [¢58E 3z :
a9 SDCERS Actuariai Services | 2/21/2007 ;
SDCERS Investment
100-101 Advisors 2/21/2007
103 City Funding of SDCERS 2/21/2007 o
106 City Funding of SDCERS 2/21/2007 SaNOE. U e

107-108 | City Funding of SDCERS 11/22/2006 &2

107.1 City Funding of SDCERS 10/5/2006

SDCERS Organizational
113 Structure 2/21/2007

SDCERS Staff
114 Quaiifications 212172007

118,121 | SDCERS Board Structure 212112007

™

Notes:

Establishment of a Charter Review Committes; part of the committee’s
responsibilities include the long-term Audit Committee plan

City Attorney to eliminate Financial Reporting Oversight Board (FROB) as
redundant to the new Audit Commitiee

Audit Commitiee fo assume selected arsas of responsibility for whlstleblower
policies and procedures

improper influence Ordinance was submitted to the City Council by the City
Attorney on November 1, 2006; the City Council referred it to the Rules
Committee on November 13, 2008; the Rules Committee chair has returned
the Ordinance to the City Attorney for clarification

E. City Council action required 1o direct the City Attorney io modify the Municipal
Code fo change the membership of the Disclosure Practices Working Group
(DPWG} and have the DPWG report periodically fo the Audit Commitiee

?:—

O 0o @

F. Internal control operating design is complete; operating effectiveness (testing)
to be performed or completed

G. Shori-term plan complete; long-term plan {o be completed as part of Enterprise
Resource Planning (ERP) project

H.  Shori-term plan complete; long-term plan scheduled for completion by

September 2007

The Mayor's proposed budget for fiscal year 2008 contains adequate funding

for training of personnel {o ensure that they remain curent on financial

reporting standards; City Council action required to approve the budget

J.  An amendment repealing the “Waterfall” was introduced io the City Council on
March 5, 2007; a second reading of the amended Ordinance is scheduled for
April 10, 2007; however, a memo dated April 5, 2007 requested the City
Attorney perform additionai legal analysis prior to City Council action




I. Remedial ltems Completed or Substantially Completed

0
gqgrgrse Completed or Substantially Completed During this Reporting
Period

|  Additional Action Required

City City Mayor
Attorney | Council

Kroll Kroll Category ‘ 1 Memo
Item # - | Reference

Organizafional Structure
13-14 ™ | (Comptroller and Director of | 4/9/2007
Finangial Reporting)

Organizational Structure

16-17 (Staff Qualifications) 4/8/2007
Audit Committee, Formation .

20 and Duties (written charter) 4/9/2007
Audit Committee, Formation

22 and Duties {audit requests) 4182007
Audit Committee, Formation

23 and Duties (independent 4/9/2007
auditor retention) ‘

104 .| City Funding of SDCERS 4/9/2007

109-111 | City Funding of SDCERS 4/9/2007

= Furiher aclion is reguired via a Charter Change

Notes:

K. City Council action is required to approve the Audit Commitiee Charter
Remedial Category — Organizational Structure

13. Establish the position of City Comptrolier responsible for accounting and financial
reporting, including preparation of the CAFRs and reporting fo the CFO. (Pages
245, 246 & M-2) '

14.  Establish the position of Director of Financial Reporting responsible for the
preparation of the City's periodic financial statements. (Pages 246 & M-2)

Status: Substantially complete. The City has assigned qualified personnel {o serve in
the capacity of Comptroller (Deputy Comptroller until the Charter is amended)
and Director of Financia! Reporting (refer fo items 16 and 17 below for staff
gualifications). City management believes the establishment of permanent
position of Comptrolier will require an amendment to the City Charter and
perhaps the Municipal Code.

Remedial Category - Staff Qualiﬁ'cations

16.  The Comptroller shouid have significant experience in governmental accounting,
including in the preparation of CAFRs in accordance with GASB and other
applicable accounting and financial reporting standards, rules and regulations;
should in particular be familiar with federal rules and regulations applicable to the



l. Remedial Items Completed or Substant:ally Completed

0020€3

receipt of federal assistance and the issuance of public securities; and should also
be competent to design, implement and operate an effective system of internal
controls over financial reporting and disclosure. (Page M-2}

Status: Substantially complete (refer to item 13 above). The City has assigned
Mr. Greg Levin the responsibilities of Deputy Corptrofler, Mr. Levin has
experience in government accounting, including the preparation of CAFRs in
accordance with applicable accounting and financial reporting standards. He
is familiar with federal rules and regulations applicable to the receipt of federal
assistance and the issuance of public securites. Mr, Levin also has
experience with internal controls over financial reporting and disclosure. See
Attachment A for Mr. Levin's resume.

17.  The Director of Financial Reporting would report to the Comptroller and would be

responsible for the preparation of the City's petiodic financial statements.” This

- person should also have experience in the preparation of the CAFRSs in accordance

with GASB and other apphcable accounting standards, rules and regulations.
{(Page M-2)

Status: ~ Substantially complete (refer to item 14 above). The City has assigned
Ms. Tracy McCraner the responsibilities of Director of Financial Reporting.
This position reports to the Deputy Comptrolier. Ms. McCraner has significant
experience in government accounting, including the preparation of CAFRs in
accordance with applicable accounting and financial reporting standards. See
Attachment B for Ms. McCraner's resume.

Remedial Category — Audit Committee, Formation and Duties
20.  The Audit Committee should establish a written charter. (Pages 251 & M-6)

22. The Mayor, CFO, City Attorney and City Council should have the authorin; to make
requests of the Audit Committee and Auditor General (Internal Auditor) to perform
internal audits of material matters they reasonably believe to be warranted. (Page
252)

23.  With the assistance of the CFO and Auditor General (intemal Auditor), the City's
independent auditors would be retained by, repori to and take direction from the
Audit Commitiee. {Page 252)

Status: Substantially complete via Audit Committee Charter. The Audit Commitiee
approved a Charter, as well as Standing Rules for the Municipal Code and
Mayor's Statement of Operating Principles and forwarded them 1o the City
Council for consideration. City Council approval of these items is required.

Although the intent of items 22 and 23 above are addressed in the Audit
Committee’s Charier, the Charter does not fully address all Kroll requirements.
For example the Audit Committee Charler does not state that the CFO can
make requesis of the Audit Committee and internal Auditor to perform certain
audits. Additionally, the Charter does not state that the CFO or Internal
Auditor have input with the Audit Commitiee's selection of the City's
independent auditors. The Charter states that the Mayor shall provide
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appropriate consultation with the Audit Committee's selection of the City's
independent auditors.

Remedial Category -~ City Funding of SDCERS

104.

Status:

109.

110. -

111

For purposes of calculating annual funding requirements, the UAAL should
reflect a prudent view of economic reality and include within it the costs of the
Corbett settlement. {Pages 259 & M-11)

Substantially complete. SDCERS Board action approved and directed the
actuary to include the costs of the Corbatt settlement and 13th check., The
Actuary report dated January 2007 contains these components in the UAAL.
The Actuarial Valuation Report was presented at the SDCERS board meeting
dated January 19, 2007. The link to the SDCERS board meeting agenda
follows:

httofwww.sdeers.org/agendas/2007 ianuvarvibd admin 119 07 .pdf
(refer to page 6, item IV.A.1)

The January 2007 Actuarial Report can be accessed on SDCERS website at:

http :/fwww.sdcers.org/imaaes/pdf/city of san diego actuarial valuation repo
rt 1 12 07 final.pdf
(refer to pages 29 and 31)

In addition, the SDCERS Board has directed its actuary to complete an
experience study which will be presented to the Board in the winter of 2008.

‘This study will provide the Board with information to make further assumption

decisions such as the appropriate discount rate and salary growth SDCERS
should use.

The City, in response to the Report of the Pension Reform Committee,
amended the Charter io require net actuarial losses be amortized over a
period not longer than 15 years, net actuarial gains over a period not shorter
than five years, and that SDCERS use an amortization period no greater than
a fixed, straight-line ﬁve_ry'ears for each new benefit improvement. 1t is
recommended that the City use the same period for amortization of both gains
and lpsses. {Pages 261 & M-12}

The plan's actuary should be engaged to develop a responsible funding
program that considers expecied cash distributions and the obligations to new
and existing plan members. (Page M-25)

The Pension Reform Committee assessed the pension plans under funded
status and offered recommendations related to reducing or eliminating the
City's UAAL and reducing the ongoing annual costs related to the plan and
contingent benefits.  The City should re-evaluate the Commitiee's
recommengdations and, beyond those praviously addressed in our Report,
consider enacting those that are appropriate that do not conﬂact with our
Remediation Plan. {Page M-18, M-19 & M-20)


http://www.sdcers.orq/aoendas/2Q07/(anuarv/bd
http://www.sdcers.ora/irnaaes/pdf/citv

pat—

O

[. Remedial tems Completed or Substantially Compietea

Statfis?

Complete. At its March 16, 2007 Board meeting, SDCERS adopted a 20 year
amortization schedule to pay off the current UAAL. As part of the motion, the
actuary was instructed io ensure that his calculation did not include any
negative amortization. In addition, the SDCERS Board adopted 2 15 year
amortization schedule for all future gains or losses and a five year
amortization schedule for any new pension benefits approved by the City.

"This will 1ake affect for the June 30, 2007 aciuarial valuartion which will be

reflected in the City's fiscal year 2009 budget.

The Mayor has included a supplemental pension payment in his proposed
fiscal year 2008 budget to ensure no negative amoriization and the beginning

payoff of the existing UAAL.
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Il. Remedial ltems In-Process

A. Items In-Process Previously Reported

Kroll ltem # | Kroll Category Memorandum Updated
Reference status?
43 Budget Policies and Practices February 21, 2007 Yes *
44 Budget Policies and Practices | Oclober 30, 2006 No
52.1,52.2 Disclosure October 5, 2006 No
58-59 Financial Reporting November 22, 2006 Yes ™
64-65 Financial Reporting {accruals) | November 22, 2006 No
information Technology, .
67 Financial Reporting S?r);tems February 21, 2007 Yes
75-78 Internal Controls November 22, 2006 No
79-80 Internal Conirpls November 22, 2006 Yes ™
81 Personnel , November 22, 2006 No
83 Redevelopment Authority November 22, 2006 No
| 86 Reconciliation of Accounts October 5, 2006 No
. : ‘ October 30, 2008,
87 Retirement Benefits November 22. 2008 No
88 Risk Management _ November 22, 2008 No
90, 95 Training _ November 22,2008 No
102 SDCERS Financial Reporting | February 21, 2007 No
112 gES:Efi Organizational February 21, 2007 No
120 SDCERS Board Structure February 21, 2007 No

*  see below

**  see Section i

“** {tem was previously reported as complete; however, based upon further review and

discussions, item was moved back to in-process

Remedial Category — Budget Policies and Practices

43.  In order {o maintain current service fevels ‘and address issues such as deferred
maintenance, the City must reduce expenditures by improving efficiency, increasing
the current revenue base, and seeking aliernative revenue sources. (Page M-14)

Updated Status:

In-process. The Mayor’s fiscal year 2008 takes the first significant
steps towards reducing costs, improving efficiencies and funding the
eight significant areas identified in the Five-vear Financial Qutlook,
including deferred maintenance. While the fiscal year 2008 budget is
balanced as proposed, and the funding gap in future years has been
reduced, the City still has future budget chalienges in order to meet its
obligations and still provide current service levels.

The City's first five-year financial plan was presented o the Budget
and Finance Commitiee on November 29, 2006. The plan addresses
deferred maintenance, reducing expenditures via various methods,
such as, elimination of positions; business process engineering and
streamlining; employee benefit adjustments; debt refinancing; budget
clean-up; release of encumbered funds; transfer of inactive fund
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balances; establishing a property business improvement district;
leveraging city assets and managed competition. Revenues' are
projected to increase through normal growth.

The Financial Outlook is only a tool to heip produce a comprehensive,
long-range analysis of the City’s general fund revenues and
expenditures. The five-year financial outlook wilt be regularly updated
and will be used to assist with the preparation of the City's annual
budget. The ptan can be accessed on the City's website at:

htto:!fwwW.sandieqo.qovlmavorlpdf/ﬁve vear plan 11 15.pdf

Remedial Category - Information Technology, Financial Reporting Systems

67. By June 30, 2007, evaluate the information technology needs of the City, inciuding
benchmarking of existing systems against available systems suitable for
management of the City's finances and the preparation of timely and accurate
CAFRs and budgets. (Pages 247 & M-3)

Updated Status: in process. On January 5, 2007 San Diego Data Processing

Corporation (SDDPC) issued a Request for Proposals (RFP) for the
Enterprise Resource Planning (ERP) system software. Two qualified
proposals were received by the proposal due date of February 9,
2007. The ERP System Evaluation and Selection Committee are
expected fo make a vendor recommendation to the ERP System Core
Project Executive Steering Committee in the third week of April 2007.
Following the selection of the software vendor, a RFP will be issued
for a Sysiem Integrator. The System Integrator is expected to be
selected in June 2007.

B. ltems In-Process During this Reporting Period

Remedial Category - Auditor General, Establishment and Responsibilities

25.

26.

28.

29.

Create a new position of Auditor General (Internal Auditor) with responsibility for
internal audits of the City's internal controls, financial accounting, reporting and
disclosure; operations; and fraud, waste and abuse. This person would be
nominated by the Mayor and confirmed by the majority of the City Council. (Pages
250 & M-5)

The new Auditor General (Internal Auditor) should report to the Audit Committee no
less than on a quarterly basis and periodically to the City Council and should: submit
annually to the City Council a public report of histher activities. (Pages 250 & M-5)

The Auditor General (Internal Auditor) should report to the Audit Commitiee the
results of any investigation and dispaosition of such complaints. (Page 252}

In accordance with the International Standards for the Professional Practice of
Internal Auditing, the Auditor General (Internal Auditor) should establish risk-based
plans to determine the priorities of the internal audit activity. (Page M-17)


http://www.5andieQ0.Q0v/mav0r/pdf/f1ve

et
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0’36520'5‘18 City should reguire the Auditor General (Internal Auditor) to adopt a

31.

32.

34.

comprehensive risk assessment and planning process that actively addresses
financial reporting, accounting activities, and other issues. (Page M-25)

The Auditor General (Internal Auditor) should use a systematic and disciplined
approach based on a risk assessment to select audits. This risk assessment shouid
be completed at least annually. The department should evaluate and contribute to
improving risk management, controls, and govemance processes. (Page M-17)

The department should base audit plans on both subjective analysis of comments
from management and objective analysis of financial and operating data. (Page M-
25)

Elected officials, their staff, and the City's senior management must be considered
by the internal audit function. (Page M-17)

Status: In-process. The long-term plan for completion of the Internal Auditor Kroll

remediation items will require a City Charter change. In the meantime, the
City has implemented an interim solution. On March 28, 2007 the Mayor filied
the position of internal Auditor on an interim basis. This position will be
. staffed by Mr. Kyle Efser an existing City employee who has intemal audit
experience and qualifications. Refer to Attachment C for Mr. Elser’s resume.

Additicnally, the City has an open job announcement for an Internal Auditor to
fill this position with an understanding that the reporting responsibilities of the
Internal Audit position may change with City Charter amendments. The
interim Internat Auditor will report to the Mayor and will maet with the City's
Audit Committee no less than on a quarerly basis and periodically with the
City Council as needed and will submit annually fo the City Council a public
report of his/fher activities. Additionally, the Intermal Auditor will present to the
Audit Committee the results of any investigation and disposition of such
complaints.  Procedures will be established for reporting to the Audit
Committee any information that is prohibited from public disclosure. During
the interim period, the Internal Auditor will focus on performing a Citywide Risk
Assessment in accordance with the Internaltional Standards for the
Professional Practice of Internal Auditing, and develop audit plans based on
the assessment. The assessment will include financial reporting and the
City's internal controls over financial reporting.

Remedial Category - Disclosure

50,

60.

The City should assign the responsibilities for preparing public documents and
filings to the appropriate City empioyees. Ultimate responsibility for preparing these
City documents cannot be assigned to the independent auditor, disclosure counse,
fiduciary counsel, actuary, or other professionais. (Page M-25)

City schedules requested by the external auditors should be prepared and internally
reviewed before the auditors begin work. As part of a sound financial reporting
system, the City should prepare supporting schedules and detail for ali major
accounts and transactions during the monthly closing process. (Page M-17)

10
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61.

The City shouid report as part of its annual CAFR staff's best estimate of material
nayments it will be required to make for each of the next five years and in aggregate
thereafter, as a result of contractuai commitments or other commitments the City
reasonably intends to fulfill. This includes expected pension payments, retiree
health premium payments, capital expenditures resulting form coniractual
commitments; material contractual commitments in excess of one year, deferred
maintenance to extent qualified; and debt and iease obligations. (Page 254 & M-8)

Status: n-process. Interviews with process owners and documentation of internal

controls are occurring.

Remedial Category — Training

91.

92. .

83.

MWWD employees should receive special training directed at ensuring the City
complies with all contractual requirements, laws and reguiations and reporting any
noncompliance to the appropriate individuals or entities. (Pages 247 & M-2)

Tailored training for all individuals who are currently employed by the City who were
members of the Metropolitan Wastewater Department at any time from 1995 to
2004, the period of the City's noncompliance with its SWRCB grant and ioan
covenants and its violation of the Federal Clean Water Act should also be
developed. The Metropolitan Wastewater Department employees should receive
special training directed at (1) ensuring the City complies with all contractual
requirements, laws and regulations, and (ii) reporting any noncompliance 1o the
appropriaie individuals or entities. {Pages M-2 fo M-3}

The City should educate the employees responsible for recording sewer invoices on
how to identify the appropriate supporting documentation for Municipal and
Metropolitan allocations in order to reduce the likelihood of significant
misclassifications. (Page M-22 & M-23) :

Status: In-process. Darlene Morrow-Truver, Deputy Director, MWWD, has initiated

94,

efforts on Kroll remediation for items 81-93 and is on schedule {0 complete the
items by the established due date of July 2007.

Training of City staff and elected officials regarding their disclosure obligations
under federal and state securities should be conducted no less frequently than
every two years. (Pages 262 & M-13)

Status: In-process. Certain elected officials received disclosure training related to

obligations under federal and state securities on March 5, 2007. The training
was provided by outside consultant, John McNally of Hawkins Delafieid &
Wood LLP. [n addition, on April 9, 2007, training will be provided by the City's
independent auditors, specifically Jim Godsey of Macias Gini and Q'Connell.

For City staff a two-part training session will be conducted by Mr. McNally on
April 25 and 26, 2007. The session on April 25, 2007 is for Executive Team
and Community & Legislative Services staff. The session on April 26, 2007 is
in addition to the training on April 25, 2007. The Executive Team and
Community & Legislative Services staff are required to attend both sessions.
n addition, the April 26, 2007 training session is also for anyone in the

11
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~ {l. Remedial Items In-Process
?;' .
departments that directly or indirectly contribute to preparing or reviewing

language that becomes part of the City's or an Agencys disclosure, with a
particular focus on offering documents.

Appropriate policies and procedures are in the process of being amended to

require that disclosure obligations training under federal and state securitres
be conducted no less frequently than every two years.

12
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Due to unanticipated Auditer and Comptroller Office resource requirements related to
- supporting prior year Compretiensive Annual Financial Reports (CAFRs) audits and due
to staffing shortages on the Kroll remediation team, some of the important Kroli
remediation items related to financial reporting will not be completed by the due dates
stated in my memorandum dated August 24, 2006. At the time my memorandum was
issued, the City expected thal audited CAFRs for fiscal years 2003-2005 would be
issued by February 18, 2007.

The 2003 audited CAFR was not issued until mid March 2007 and the 2004-2005
CAFRs have not been issued fo date. Auditor and Comptrolier siaff resources that were
planned to assist with Kroll remediation efforts will not be available until the City is
current with audited CAFRs.

Some of the more significant Kroll items impacted by timeline modifications are
discussed below.

Remediai Category — Independent Auditors

38. A reputable independent auditing firm should be retained by the City's new
Audit Committee which should jn_connection_with the annual audit of the
financial staiements of the City for the fiscal vear ending June 30, 2008
conduct an audit of the City's intemal controlis (emphasis added). (Pages 248,
M-3 & M-4)

Remedial Category — Financial Reporting

58. The Mayor and Chief Financial Officer should annually include in the City's
CAFR a signed management report on the financial statements and disclosures
which include a statement of the City's responsibility for establishing and
maintaining an effective system of internal control over financial reporting and
disclosures; a statement setting forth the City's assessment of the effectiveness
of the internal controls (emphasis added); a statement that based on their
knowledge, the CAFR does not contain any untrue statement of a maierial fact
or omit to state a material fact necessary to make the CAFR not misleading;
and a statement that the financial statements and other information included in
the CAFR fairly present in all material respects the net assets and activities of
the City for the period presented. (Pages 248, 249 & M-4)

58. The chief executive officer and principal accounting officer of each component
unit of the City should include annualiy with its stand alone financial statements
a signed management_report substantialty in the form described for the Mavor
and CFO {emphasis added). (Pages 249 & M-4) '

Updated Status: Updated status relates to the areas of items 368, 58 and 59 that
are underlined above. The audil of internal controls by an
independent auditing firm is directly related to City management's
assessment of the effectiveness of internal confrols.  City
management believes audit of the City's internal controls by a
reputable independent auditing firm should not take place until the
City’s new Enterprise Resource Planning (ERP) syslem has been

13
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implemented. By the time the ERP system is implemented, the
City should be current on audits of iis CAFRs and should have
sufficient resources to focus on intermal controls over financial
reporting.

Additionally, the nature and struciure of the City's interna!l controls
are anticipated to change (and be enhanced) as a result of ERP
implementation.  City management believes that documenting
and assessing internal controls for the new ERP system will add
significantly more value than documenting and assessing internal
controls for the current accounting system that is more than 30
years old and is planned to be replaced in the near-term.

Remedial Category - internai Controis

79.

80.

The City has taken a number of steps to quantify the impact and cormrect its
financial statements resulting from deficiencies in internal controls related to
capital asset accounting. The City should continue to monitor the internal
controls over these areas to ensure that potential errors in the future are
detected and comrected in a timely manner. {Page M-20)

A number of deficiencies in the internal controls related to accounting for
accounts receivable were identified. The City should develop and implement
policies and procedures to reconcile, support, and review period end accounts
receivable balances. (Page M-21 & M-22)

Updated Status: The original completion date of June 2007 will not be met for full

remediation of these items. Kroll items 79 (capital assel
accounting) and 80 (accounts receivable reconciliations) both
contain numerous subprocesses which are being. prioritized
based upon internal control importance.

‘The City's capital asset accounting process resulted in 20
restatements to the CAFR for the fiscal year ended June 30,
2003. As a result, this area requires more attention and therefore
more documentation than other areas.

The City's accounts receivable balance is comprised of data from
many different sub-systems. Each sub-system may require a
unique reconciiiation process which transiates into documenting
more subprocesses.

14



' Attachment A
PG Box 125068

San Diego, CA 92112 Gregory Levin, CPA Cell: 619-793-0525
002073
Experience

. City of San Diego Auditor & Comptrolier, San Diego, CA

Financial Operations Manager - 5/2006-Present
I am the Principal executive responsibie for the operations of the Commptrolier
division of the Auditor & Comptroller’s office. My responsibilities inciude eccounts payable,
comptroller systems, capital asset accounting, debt accounting, fund analysis, redevelopment

accounting and financial reporting. During this time I have been responsible for direct
oversight of the production of City's Comprebensive Annual Financial Report, including the
suecessful completion of the City’s 2003 CAFR. This report was delayed as aresult of
numerous political, legal and cormpliance challenges facing the City. These challenges were
related to the under funding of the City’s pension system and misappropriation of enterprise
fund assets which took place over a period of approximately 20 years.

» Directly supervise eight Principal Accountants and indirectly supervise 65 employees

*  QOversaw the implementation of a financial reporting system.

Principal Accountant _ ' : :

Working under the Auditor & Comptroller, I was responsible for the oversight and
management of the Audit and Systems divisions of the City of San Diego. My responsibilities
included, revenue auditing, internal auditing, performance auditing and the implementation of
a data warehouse. In this capacity, I oversaw the production of the Auditor and Comprrolier’s
First Annual Report on Internal Controls. This report was a comprehensive citywide risk
assessment of financial reporting controls using the COSO framework. The report was a
foundation for remediation efforts related to correcting the financial reporting irregutarities
previously experienced by the City.
= Directly supervised three Principal Accountants and indirectly supervised 14 employees.

 5/2005-5/2006~

Santa Barbara County Auditor-Controller, Santa Barbara, CA

Accountant - Auditor 3 3/2004-5/2005
= Overseeing junior staff on audits and reviewing their work.
* Performing financial, operational and compliance audits.

*  Performing internal contro} reviews.

* Preparing audit and review reports.

* Planning and developing audit and review methodologies.
Accountant - Auditor 2 ' 9/2003-3/2004
*  Performing financial, operational and compliance audits,

s  Performing mtemnal control reviews.

* Preparing audit and review reports.

Accountant - Auditor’1 8/2002-9/2003
*  Performing financial, operational and compliance audits.

UCSB, Santa Barbara, CA

Information Systems Analyst : 4/2001-4/2002
*  Providing technical support to administrative siaff.
* Researching and evaluating hardware and sofiware applications.
*  Providing technital support for deskiops, server appiicalions and hardware.
» Installing network and server components.
= Creating illustrations and schematics of the Facilities Fiber Optic Network.

References and additional experience are available upon request



g 4 Attachment A

i .
PO Box 125068 0020 . .
San Diego, CA 92112 - Gregory Levin, CPA Celi: 619-793-0525

Korn/Ferry Futurestep, Sherman Oaks, CA

Project Analyst 6/1999-4/2001
*  Impiementing and Managing communications server and database of
700,000 candidates,
*  Working as Community Events Manager {Discussion Boards and Chats).
* Performing quality assurance on corporate and client websites.
*  Technical liaison between retention marketing group and IT department.

Education

Bachelor of Arts - Business Economics - Accounting
University of California at Santa Barbara :
Coursework included Accounting, Monetary Economics, Personnel Economics and Finance.

Certifications & Other Experience

Certified Public Accountant, State of California License #30699
CPR certified

Outward Bound
Colorada School of Leadership and Survival Training
= 21-day wildemess leadership course

G/L accounting, Cost Accounting and Compliance Review, Financial Reporting Budgel and GAAP,
Microsoft Word, Excel, Access, Adobe Photoshop, Paint Shop Pro, Adobe Illustrator, Internet Proficient,
MS Outlook Enterprise Email Software, Basic HTML, NT 4.0 Server Management

Recent Training

Completed continuing professional education in the following areas:

Bisk:

Internal Control and Fraud in Government Engagements 8/2006
GFOA: s

GASB review 1/2006
Satellite Update 11/2004
Satellite Update ‘ 4/2004
ItA:

Sarbanes-Oxley: Process Improvement Workshop 872005
Sarbanes-Oxley Primer: Charting Your Course 62005

References and additional experience are availabie upon request
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Attackment B

TRACY M MCCRANER
(760)590- 0B36 tmecraner@sandiesc. ooy

OBJECTIVE

A senior management accounting position with a large governmental entity focusing on financial

reporting and analysis

PROFESSIONAL EXPERIENCE

2006 — present City of San Diego-Auditor and Comptroller’s Office
Principal A ccountant-CAFR/Accounting Operanons

Assigned as project manager to lead the CAFR team in the completion of
the City’s 2003 CAFR audit by KPMG, as well as the F'Y 2004 and 2005
CAFR audits with Macias Gint. Lead approxumately 10 professional staff
to ensure the completion of the City’s 2003 annual report while also
maintaining the continued progress of the City's 2004 and 2005 audits,
Managed approximately 17 staff within the Accounting Operations and
Accounts Payable sections of the Aunditors office. This team was
responsible for centralizing all payment review.and approval processes
city-wide, and successfully decreased payment turnaround times from a 5
day average o a 2 day average within A months nftmnlementatlon

2001-2006 City of San Diego-Auditor and Comptroller‘s Office
‘ Principal A ccountant- Accounting Operations/CIP/Cost

Managed 8-12 accountants and 4-7 account audit clerks. Reviewed daily,
monthly and year end work, financial staternents, Interim statements,
coordinated staff activities, and prepared annual and probationary
performance evaluations.

. Responsible for the coordination and compilation of the City’s

Comprehensive Annual Financial Report (CAFR) for fiscal years (FY)
ending June 30 2003, 2004 and 2005.

GASB 34 implementation team member, ensured June 30, 2002 CAFR
was in compliance with all GASB 34 requirements related to capitalization
of infrastructure, depreciation on governmental assets, and long term
liability adjustments to governmental debt. Was responsible for the hiring
of outside consuitant to assist in the valuation of all city-owned
infrastructure and lead a team of City deparuments to ensure accurate
reporting of all infrastructure assets.

Supervised the preparation of the General Fund revenue and expenditure
analysis, provided monthly reports to the City Manager/Mayor and City
Council.

Supervised the accountants in charge of General Fund, TOT, Emergency
Medical Services, Public Liability, and Capita) Improvements Program
(CIP} budgets.


mailto:tmccraner@saDdiego.gov
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1999-2001

1995-1999

Attachment B:

Responsible for the oversight and approval of the calculation of the City’s
deparumental and federal overhead rates, and central service department
billings to Enterprise funds for FY 2001 through 2006. _
Oversight of the transportation and park and recreation grant program.
Oversight and review of the preparation of the Annual Streets, Tidelands
and State Controller’s Reports for fiscal years 2001, 2002 and 2003.

City of San Diego-Auditor and Comptroller’s Office
Accountant IV-Accounting Operations/CIP/Cost

Managed 3~4 accountants and one account audit clerk. Reviewed all
daily, monthly and year end work, financial statements and interim
reports. Prepare staff performance plans and evaluations. '
Managed the compilation of the City’s CAFR for fiscal year ending June
30, 1999. Coordinated weekly meetings with outside auditors, managed
staff responsible for financials and foomote preparation. '
Responsible for the CIP budgets of all governmental projects city-wide,
fund certification, project maintenance, capitalizations, etc.

Responsible for first line review of the General Fund monthly revenue and
expenditure analysis.

Responsible for the Capital Projects and Debt Service sections of the
CAFR for Y 2000 and 2001. ‘

Responsible for the City’s blended component unit financial statements
for the Facilines Equipment Leasing Corporation, Open Space Park
Facilities District, Convention Center Corporation and Pubiic Facilities
Financing Authority. ‘ '

City of San Diego-Auditor and Comptroller’s Office
Accountant III-CIP Cost Section

Supervised 2 accountants and one account audit clerk, immediate
supervision, daily hands on reviewer, provided input to performance
evaluations to Accountant I'V. '
Implementation team member for the new Fixed Asset Management
System (FAMIS) and was responsible for overseeing the transition and
reconciliation of all governmental asset data from the old fixed asset
system to FAMIS,

Responsible for the compilation of the General Fixed Asset Account
Group (GFAAG) for CAFR’s FY 1995-1999,

Responsible for the Capital Outlay, Police Decentralization and bond
funds for FY 1995-1999.

Responsible for the buildings and improvements for all City of Saun Diego
governmental projects, and related CIP budgets.

Responsible for the special assessment debt funds for the City.
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1988-1995 City of San Diego-Auditor and Comptroller’s Office

Accountant

¢ Prepared the General Fund revenue and expenditure analysis.

» Responsible for the General Fund payments, Council Aciions, Manager
Actions and budget adjustments and year end financial statement
preparation.

» Responsible for all Mayor and Council department analysis, data
processing projections and special fund budgets.

+ Responsible for all out of town travel and in town meetings expense
review and monthly and quarterly reports to Council.

EDUCATION
San Diego State University: Bachelor of Science Dagrce in Accounting

References available upon request.
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Kyle S. Elser, CPA, CIA
Work (619)r235-5805, Email: KElser@sandiego.gov

PROFESSIONAL EXPERIENCE

City of San Diego

Payroll Manager (Principal Accountant} Oct 2005 - Present

¢ Supervise eight staff members responsible for administering the City of San Diego’s
biweekly payroll, quarterly payroll tax returns and annual W-2 Forms.

Internal Audit Supervisor (Principal Accountant) Jan 2001 - Oct 2005

¢ Assisted in the development of the annual audit plan for the internal audit section.

¢ Supervised eight staff members in performing the internal audit plan.

¢ Reviewed workpapers and prepare audit reports for the Audit Division Manager’s signature,

¢ Performed various audits and other projects while supervising internal audit section.

Internal Auditor (Accountant Il, Accountant ITl) Aug 1996 - Jan 2001

Performed internal andits to determine Departiments’ compliance with laws and regulations.

Reviewed internal controls to ensure City assets were properly utilized and safeguarded.

Made recommendations to, correct internal control weaknesses identified.

Performed contract compliance audits with the various City vendors and City agencies.

Performed operational audits and made recommendations to mcrease process efficiencies.

Performed audits to ensure City Departments were accurately reporting annual performance

measures.

External Revenue Auditor (A eccountant Trainee, Accountant I) Jan 1995 - Aug 1996

¢ Performed hotel tax, franchise tax, business license tax, and rental unit tax audits.

* 8 06 0 9 9

Kornfeld & Levy, CPA’s

Accountant _ | Feb 1988 - Jan 1995
¢ Performed professional accounting work preparing full disclosure financial statements.

¢ Prepared corporate, partnership, individual and payroll tax returns.

EDUCATION ,
Humboldt State University Graduated May 1987
B. S., Business Administration, Emphasis: Accounting
Special Minor: Speech Communication

CERTIFICATIONS
¢ Received Certified Public Accountant certification April 1999.
+ Received Certified Internal Auditor certification May 1998.
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Prepared by: Lisa Gordon
Cell #: (619) 846-4659
Security Detail: Odie Gallop
Cell #: (619) 980-0490
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EVENT ADVANCE FORM

Retirement Celebration for Scott Fulkerson
Executive Director, Citizens’ Review Board on Police Practices

Tuesday, August 28, 2007
6 p.m.- 8 p.m.

Mayor Arrives: 6:00 p.m.

Mayor Departs: 6:45 p.m.

EVENT DESCRIPTION:
{Provide information about
event)

Retirement Celebration for Scott Fulkerson, Executive Director for
the Citizens’ Review Board on Police Practices (CRBPP), for 22 years
of service to the City of San Diego

Point Loma/Hervey Branch Public Library - Community Room

LOCATION: 3701 Voltaire Street
i i San Diego, CA 92107
dd s
{Business name & address) (619) 531-1539
Jim Dort

POINT OF CONTACT:
(Office and Cell)

Home: (858) 274-5189
Cell: (619) 733-1060

MAYOR’S ROLE:

Presenting Proclamation at 6:15 p.m.
Lisa Gordon will bring Proclamation.

PROGRAM:

A1 6:15 p.m. Jim Dort, Chair of CRBPP, will introduce Mayor. QOther
speakers will follow including Chief Lansdowne, Bill Nemec
(President, Police Officers Assoc.) Patrick Hunter (new Exec.
Director of CRBPP), Sandra Arkin (CRBPP Board Member)-Reading
of Proclamation from Senator Kehoe. Final speaker; Scott Fulkerson.
Reception follows {(hors d’oeuvres and beverages),

OTHER INFORMATION:

Ample parking adjacent to building.

Business Attire

ATTIRE:

85 expected. Various Police Capiains and Lieutenants will attend.
ATTENDEES/VIP'S:
COST TO ATTEND:
(Face value of ticket / N/A
Open to public?)
TABLE/SEAT N/A
SPONSOR:

N/A
SEATED WITH:

Lisa Gordon
STAFF: (619) 846-4659
CELL #:

ATTACHMENTS:

Retirement Celebration Invitation, Map




602082 Prepared by: Staci Ignell
CC: Kris Micheil

Cell #: (858) 442-6568

Security Detail: Tony Lessa

Cell #: (619) 980-4557

EVENT ADVANCE FORM
Unveiling of Governor Pete Wilson Statue and Reception
Horton Plaza
August 25, 2007

Mayor Arrives: 4:00PM

Mayor Departs: Approx 7:00PM (or at discretion)

EVENT: Unveiling of Governor Pete Wilson Statue and Reception

LOCATION: ‘ Unveiling: Near NBC Building — Horton Plaza
(Business name & address) Reception: Westgate Hotel, 3™ Floor

POINT OF CONTACT: Karolyn Dorsee (619) 990-9212 cell
(Office and Cell) Governor Pete Wilson (310) 418-8911 cell

DESCRIPTION/ The Mayor will be seated on stage during the unveiling program.
MAYOR’S ROLE:

The Mayor will give a brief welcoms to attendees at reception.

PROGRAM: B PN MAY O ATV S GOV TOTAWAISOR (GE DESROWTo0 ™)
Greeted by Karolyn Dorsee, John Davies & Jim Mulvaney

SsPMeoMavorandiGovemonitake:stage

4:00PM — Welcoming Remarks by Roger Hedgecock

4:05PM - Entertainment by Club 33 Rotarians (singing)

4:10PM - Roger Hedgecock introduces elected officials

4:15PM - Steve Williams speaks, followed by Herb Klein

4:25PM - Herb Klein introduces Governor Wilson

4:35PM — Champagne toast by Jim Mulvaney {Committee Chair)

4:45PM — Unveiling of Statue (Gayle Wilson to untie bow)

O0RM= TravelitotWestgate/ReceptioniBegins
N G e b A T
6:20PM - Mark Larson introduces Sheriff Bill Kolender
Kolender introduces Governor Wilson
Gayle leads “Happy Birthday”
Cake Ceremony
8:00PM - Event Concludes (approximately)

(Mayor is free to leave at his discretion)

OTHER INFORMATION: Other elected officials on stage: Supervisor Greg Cox, Sheriff Bill
Kolender, DA Bonnie Dumanis, Mayor Chery! Cox, Councilmember
Kevin Faulconer




RPN W ald]
ATTENDEES/NVIP'S:

Congressman Darrell Issa

Senator Mark Wyland
Assemblymember Martin Garrick
Assemblymember George Plescia
Assemblymember Shirley Horton
Supervisor Greg Cox {stage)
Supervisor Dianne Jacob

Sheriff Bill Kolender {stage)

District Attorney Bonnie Dumanis (stage)
San Diego Mayor Jerry Sanders (stage)
Chula Vista Mayor Cheryl Cox (stage)
Escondido Mayor Lori Holt Pfeiler

.} La Mesa Mayor Art Madnid

San Diego City Anomney Mike Aguirre

San Diego Councilmember Kevin Faulconer (stage)

San Diego Councilmember Jim Madaffer

Republican Party State Chair Ron Nehring

Republican Party of San Diego County Chair Tony Kravaric
Mary Buckman, Statue Artist

Lane Campbell, Fire Art Foundry for the Statue

STAFF:
CELL #:

Kris Michell (858) 232-2380

COST/TICKETED:

$£50.00/ticketed event/mayor speaking




- . Prepared by: Staci Ignell
(2084 CC: Kris Michell
Cell #: (858) 442-6568

Security Detail: Tony Lessa

Cell #: (619) 980-4557

EVENT ADVANCE FORM
Unveiling of Governor Pete Wilson Statue and Reception
Horton Plaza
August 25, 2007

Mayor Arrives: 4:00PM

Mayor Departs: Approx 7:00PM (or at discretion)

EVENT: Unveiling of Governor Pete Wilson Statue and Reception

LOCATION: Unveiling: Near NBC Building — Horton Plaza
(Business name & address)

Reception: Westgate Hotel, 3™ Floor

. Karolyn Dorsee (619) 990-9212 cell
::(’)?f:t’jeTanodFCce:I(l? NTACT: Governor Pete Wilson (310} 418-8911 cell

DESCRIPTION/ The Mayor will be seated on stage during the unveiling program.
MAYOR'’S ROLE:

The Mayor will give a brief welcome to attendees at reception.

. B PV M A VO ATTTV S W/AG OV e THOTAWAI SO (C G CGIS ROWTGOTT)
PROGRAM: Greeted by Karelyn Dorsee, John Davies & Jim Mulvaney
4:00PM — Welcoming Remarks by Roger Hedgecock
4:05PM — Entertainment by Club 33 Rotarians (singing)
4:10PM — Roger Hedgecock introduces elected officials
4:15PM — Steve Williams speaks, followed by Herb Klein
4:25PM — Herb Klein introduces Governor Wilson
4:35PM — Champagne toast by Jim Mulvaney (Committee Chair)
4:45PM - Unveiling of Statue (Gayle Wilson to untie bow)

R e e e
6B PMEM ark:learson; Thtrodbces: 1ayorSan £Ts
Mayggto.maﬁﬁf%ﬁggﬁdfemai%ﬂm
6:20PM — Mark Larson introduces Sheriff Bill Kolender
Kolender introduces Governor Wilson
Gayle leads “Happy Birthday”
Cake Ceremony
8:00PM — Event Concludes (approximately)
{Mayor is free to leave at his discretion)

ATION: | Cther elected officials on stage: Supervisor Greg Cox, Sheriff Bill
OTHER INFORM Kolender, DA Bonnie Dumanis, Mayor Cheryl Cox, Councilmember
Kevin Faulconer
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ATTENDEES/VIP'S:

Congressman Darrell Issa

Senator Mark Wyland

Assemblymember Martin Garrick
Assemblymember George Plescia
Assemblymember Shirley Herton

Supervisor Greg Cox (stage)

Supervisor Dianne Jacob

Sheriff Bill Kolender (stage)

District Attorney Bonnie Dumanis (stage)

San Diego Mayor Jerry Sanders (stage)

Chula Vista Mayor Chery] Cox (stage)

Escondido Mayor Lori Holt Pfeiler

La Mesa Mayor Art Madrid

San Diego City Attorney Mike Aguirre

San Diego Councilmember Kevin Faulconer (stage)
San Diego Councilmember Jim Madaffer
Republican Party State Chair Ron Nehring
Republican Party of San Diego County Chair Tony Kravaric
Mary Buckman, Statue Artist

Lane Campbell, Fire Art Foundry for the Statue

STAFF:
CELL #:

Kris Michell (858) 232-2380

COST/TICKETED:

$50.00/ticketed event/mayor speaking
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Prepared by: Staci Ignelf
CC: Kris Michell

Cell #: (B58) 442-6568
Security Detail: Tony Lessa
Cell #: (619) 980-4557

EVENT ADVANCE FORM
Unveiling of Governor Pete Wilson Statue and Receptnon
Horton Plaza
August 25, 2007

Mayor Arrives: 4:00PM

Mayor Departs: Approx 7:00PM (or at discretion)

EVENT: Unveiling of Governor Pete Wilson Statue and Reception

LOCATION: Unveiling: Near NBC Building — Horton Plaza
(Business nar.ne & address) Reception: Westgate Hotel, 3" Floor

NT OF CONTACT: Karolyn Dorsee (619) 990-9212 cell
(Po(f)f:ce and Cell) Governor Pete Wilson (310) 418-8911 cell

DESCRIPTION/ The Mayor will be seated on stage during the unveiling program.
MAYOR'S ROLE:

The Mayor will give a brief welcome to attendees at reception.

PROGRAM: I P M Ay ATV e s WG O VTN OTa WAl SORT CEDE. ShOWTO0Mm)
’ Greeted by Karolyn Dorsee, John Davies & Jim Mulvaney

4 OOPM Welcoming Remarks by Roger Hedgecock

4:05PM - Entertainment by Club 33 Rotarians (singing)

4:10PM — Roger Hedgecock introduces elected officials

4:15PM - Steve Williams speaks, followed by Herb Klein
4:25PM - Herb Klein introduces Governor Wilson

4:35PM ~ Champagne toast by Jim Mulvaney (Commitiee Chair)
4:45PM - Unveiling of Statue (Gayle Wilson to untie bow)

ez s Eﬁm bk A ..eﬁﬁ‘w‘
Mark:arson: Introduces%Mayor Sanders

l\r‘,fa_'y'org.‘x0731:{1al«akwv.alcomc:q remarks/leaves istage

6:20PM - Mark Larson introduces Sheriff Bill Kolender
Kelender introduces Governor Wilson
Gayle leads “Happy Birthday”
Cake Ceremony
8:00PM - Event Concludes (approximately)
(Mayor is free 10 leave at his discretion)

OTHER INFORMATION: Other elected officials on stage: Supervisor Greg Cox, Sheriff Bill
Kolender, DA Bonnie Dumanis, Mayor Cheryl Cox, Councilmember
Kevin Faulconer




002087

ATTENDEES/VIP’S:

Congressman Darrell Issa

Senator Mark Wyland

Assemblymember Martin Garrick
Assemblymember George Plescia
Assemblymember Shirley Horton

Supervisor Greg Cox (stage)

Supervisor Dianne Jacob

Sheriff Bill Kolender (stage)

District Attorney Bonnie Dumanis (stage)

San Diego Mayor Jerry Sanders (stage)

Chula Vista Mayor Chery! Cox (stage)

Escondide Mayor Lori Holt Pfeiler

La Mesa Mayor Art Madrid

San Diego City Attorney Mike Aguirre

San Diego Councilmember Kevin Faulconer (stage)
San Diego Councilmember Jim Madaffer
Republican Party State Chair Ron Nehring
Republican Party of San Diego County Chair Tony Kravaric
Mary Buckman, Statue Artist

Lane Campbell, Fire Art Foundry for the Statue

STAFF:
CELL #:

Kris Michell (358) 232-2380

COST/TICKETED:

$£50.00/ticketed event/mayor speaking




0 G 2 O 8 8 : Prepared by: Staci Ignell
CC: Kris Michell

Cell #: (858) 442-6568

Security Detail: Tony Lessa

Cell #: (619) 980-4557

EVENT ADVANCE FORM
Unveiling of Governor Pete Wilson Statue and Reception
Horton Plaza :
August 25, 2007

Mayor Arrives: 4:00PM

Mayor Departs: Approx 7:00PM (or at discretion)

EVENT: ‘ Unveiling of Governor Pete Wilson Statue and Reception

LOCATION: ) Unveiling: Near NBC Building — Horton Plaza
(Business name & address) Reception: Westgate Hotel, 3™ Floor

POINT OF CONTACT: Karolyn Dorsee (619) 990-9212 cell
(Ofﬁce and Cell Govemnor Pete Wilson (3 10) 418-8911 cell

DESCRIPTION/ The Mayor will be seated on stage during the unveiling program.
MAYOR’S ROLE:

The Mayor will give a brief welcome to atiendees at reception.

PROGRAM: 8:35EM L——,,.:Mayo'rr'Amveé,au%,Govcmorz‘W:ﬁE’f)’f\{ CEDE Showroom)
Greeted by Karolyn Dorsee, John Davies & Jim Mulvaney

4:05PM — Entertainment by Club 33 Rotarians (singing)

4:10PM — Roger Hedgecock introduces elected officials

4:15PM - Steve Williams speaks, followed by Herb Klein
4:25PM — Herb Klein introduces Governor Wilson

4:35PM — Champagne toast by Jim Mulvaney (Committee Chair)
4:45PM - Unveiling of Statue (Gayle Wilson to untie bow)

.sOOPMl OFWESIo ate/RecepHoniBepins
_ﬁ?ﬁi@ﬂﬁa&fi@am_ﬁ ﬁ%‘%ﬁ%ﬁﬁ%ﬁ
Eﬁmﬁ%ﬁ%ﬁ?bome@aﬁﬁegﬁes;ﬁﬁ
6:20PM — Mark Larson introduces Sheriff Bill Kolender
Kolender introduces Governor Wilson
Gayle leads “Happy Birthday”
Cake Ceremony
8:00PM — Evem Concludes (approximately)

(Mayor is free to [eave at his discretion)

OTHER INFORMATION: Other elected officials on stage: Supervisor Greg Cox, Sheriff Bill
Kolender, DA Bonnie Dumanis, Mayor Cheryl Cox, Councilmember
Kevin Faulconer
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ATTENDEESNIP’S:

Congressman Darrell Issa

Senator Mark Wyland

Assemblymember Martin Garrick
Assemblymember George Plescia
Assemblymember Shirley Horton

Supervisor Greg Cox (stage)

Supervisor Dianne Jacob

Sheriff Bill Kolender (stage)

District Attorney Bonnie Dumanis (stage)

San Diego Mayor Jerry Sanders (stage)

Chula Vista Mayor Cheryl Cox (stage)

Escondido Mayor Lori Holt Pfeiler

La Mesa Mayor Art Madrid

San Diego City Attorney Mike Aguirre

San Diego Councilmember Kevin Faulconer {(stage)
San Diego Councilmember Jim Madaffer
Republican Party State Chair Ron Nehring
Republican Party of San Diego County Chair Tony Kravaric
Mary Buckman, Statue Artist

Lane Campbell, Fire Art Foundry for the Statue

Kris Michell (858) 232-2380

$50.00/ticketed event/mayor speaking
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City of San Diego
Audit Committee Charter

Purpose
The purpose of the Audit Committee (the “Committee”) of the City Council (the “Council™) of the
City of San Diego (the “City”) i1s to:
. Provide independent, legislative oversight of the City’s accounting and financial
reporting processes, financial internal controls, internal financial audit function and
audits of the City’s financial statements;

. Assist the Council in performing its legislative oversight function in those areas;

. Review the financial reports and other financial information provided by the City,
the City’s disclosure controls and procedures, and its internal financial controls;

. Consider the reports of and interact with the City’s internal auditor in connection
with the internal auditor’s performance of an independent internal financial audit
function;

. Assume direct responsibility, with appropriate consultation with the Mayor or his

designee (the “Mayor”), for the appointment, compensation, retention and where
appropriate, replacement of the outside auditor to the City in preparing or issuing
an audit report or related work;

. Oversee the work and independence of the outside auditor, approve all auditing
services and permitted non-audit services provided by the outside auditor, and
resolve any disagreements between the Mayor and the outside auditor regarding
financial reporting; and '

. Carry out the specific responsibilities set forth below in furtherance of this stated

purpose.

Committee Membership and Procedures
Committee members shall be appointed in accordance with the Council Procedures.

The Committee shall be comprised of three voting Council members. The terms of the members,
whenever possible, shall be arranged to ensure that there is always at least one experienced
member of the Committee.

The Comumnittee shall meet periodically as it determines. It shall conduct its meetings in
accordance with this Charter, the procedures of the Council, the requirements of California law
and such other lawful procedures as the Commuittee may adopt. The Committee may, consistent
with California law, meet in executive session when determined necessary, including for
personnel matters. '

Resources

The Committee shall be advised, from time-to-time, by an ad hoc advisory committee, created and
established only for the purpose of advising on questions with clearly defined objectives, and shall
be temporary in nature, and shall be dissolved upon the completion of the objectives for which the
advisory committee was created. The advisory committee shall consist of three members, one
member who shall be appointed by the Mayor, and two members who shall be appointed by the
Committee. The advisory committee members shall be citizens selected for their accounting or
audit expertise or financial management expertise. Each of the members shall serve without
compensation.

BOS111 12128502.3
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The Committee may, from time to time, retain professional consultants as it considers necessary to
carry out its functions. The Committee shall be provided with appropriate funding, as determined
by the Committee and approved by the City Council, for payment of compensation to any such
consultants and advisors and any outside auditor, as well as for any ordinary administrative
expenses of the Committee that it determines are necessary or appropriate in carrying out its
responsibilities.

Complaint Procedures

Any issue of significant financial misconduct shall be brought to the attention of the Committee for
its consideration. In this connection, the Committee shall establish procedures for (i) the receipt,
retention and treatment of complaints received by the City regarding internal financial controls or
financial auditing matters and (ii) the confidential, anonymous submission by employees of the
City of concerns regarding questionable financial or auditing matters.

Key Responsibilities

The Committee’s role is one of oversight, and it is recognized that the Mayor is responsible for
preparing the City’s financial statements and that the outside auditor, which is vitimately
accountable to the Commuittee, is responsible for auditing those financial statements.

The following functions shall be the common recurring activities of the Committee in carrying out
its oversight role. The functions are set forth as a guide and may be varied and supplemented from
time to time as appropriate under the circumstances.

Appointment of Outside Auditor. The Committee shall have direct responsibility, with
appropriate consultation with the Mayor, for the appointment, compensation, retention and where
appropriate, replacement of any registered public accounting firm selected to be the City’s outside
auditor for the purpose of preparing or issuing an audit report or performing other audit, review or
attest services for the City. The Committee shall provide oversight of the work of the outside
auditor and, consistent with the requirements of the City Charter and California law, may meet
with the outside auditor outside the presence of the Mayor to discuss the audit and the City’s fiscal
affairs.

Disclosure Controls and Procedures. The Committee shall review periodically with the
Disclosure Practices Working Group and the Mayor the City’s disclosure controls and procedures,
and shall review and evaluate the annual report on the City’s disclosure controls and procedures
made by the Disclosure Practices Working Group and provide to the Disclosure Practices Working
Group, the Mayor, and the City Council any comments or recommendations it may have.

Internal Controls. The Committee shall discuss periodically with the Mayor and the
outside auditor the quality and adequacy of the City’s internal controls over financial reporting and
internal financial auditing procedures, including any significant deficiencies or material
weaknesses in the design or operation of those controls which could adversely affect the City’s
ability to record, process, summarize or report financial data and any fraud, whether or not
material, that involves the Mayor or other employees who have a significant role in the City’s
financial internal controls, and discuss with the outside auditor how the City’s financial systems
and controls compare with practices in the municipal sector.

Page 2 of 4
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Internal Auditing. The Committee shall, in a manner consistent with paragraph 2 of the
Statement of Operating Pririciples issued by the Mayor, make recommendations, along with the
City Council, the Mayor, and the City Attorney, for matters to be included in the Annual Audit
Work Plan developed by the internal auditor as part of the internal audit function, recognizing the
need to prioritize workload according to available resources, budget and critical needs. The
Committee shall review and comment on the Annual Audit Work Plan and monitor its progress on
at least a quarterly basis. The Committee shall review the results of internal financial audits and
monitor the follow-up on recommendations. Consistent with the requirements of the City Charter
and California law, the Committee may meet with the internal auditor outside the presence of the
Mayor to discuss the internal financial audit.

Accounting Policies. The Committee shall review periodically with the Mayor and the
outside auditor the quality, as well as acceptability, of the City’s accounting policies, and discuss
with the outside auditor how the City’s accounting policies compare with those in the municipal
sector and all alternative treatments of financial information within generally accepted accounting
principles that have been discussed with the Mayor, the ramifications of use of such alternative
disclosures and treatments and the treatment preferred by the outside auditor.

Pre-approval of All Audit Services and Permitted Non-Audit Services. The Committee
shall approve, or establish procedures for representatives of the Committee to approve, in advance,
all audit services and all permitted non-audit services to be provided to the City by the outside
auditor in order to ensure the outside auditor’s independence.

Annual Audit. In connection with the annual audit of the City’s financial statements, the
Committee shall:

. request from the outside auditor a formal written statement delineating all
relationships between the outside auditor and the City consistent with
Independence Standards Board Standard No. 1 and any other applicable auditing
requirements, discuss with the outside auditor any such disclosed relationships and
their impact on the outside auditor’s objectivity and independence, and take
appropriate action to oversee the independence of the outside auditor.

’ approve, after appropriate consultation with the Mayor, the selection and the terms
of the engagement of the outside auditor.
. review with the Mayor and the outside auditor the audited financial statements to be

included in the City’s Comprehensive Annual Financial Report, and provide to the
Mayor any comments or recommendations it may have, and review and consider
with the outside auditor the matters required to be discussed by Statement on
Auditing Standards No. 61.

. perform the procedures set forth below in “Financial Reporting Procedures with
respect to the annual financial statements to be reported.

. review with the Mayor and the outside auditor the City’s critical accounting
policies and practices.

. recommend to the Council whether, based on the reviews and discussions referred

to above, the annual financial statements should be issued by the City.

Continuing Reporting. In connection with the City’s preparation of its continuing
reporting of financial information, the Committee shall:

Page 3 of 4
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review the City’s financial information to be included in the City’s continuing
reports, and discuss them with the Mayor and, to the extent appropriate, the outside
auditor.

perform the procedures set forth below in “Financial Reporting Procedures” with
respect to the financial information to be included in the continuing reports.

Financial Reporting Procedures. In connection with the Committee’s review of each
reporting of the City’s annual or continuing financial information, the Committee shall:

discuss with the outside auditor, to the extent appropriate, whether all material
correcting adjustments identified by the outside auditor in accordance with
generally accepted accounting principles are reflected in the City’s financial
statements. : ‘

review with the outside auditor all material communications between the outside
auditor and the Mayor, such as any letter or schedule of unadjusted differences.
review with the Mayor and the outside auditor any material financial or other
arrangements of the City which do not appear on the City’s financial statements and
any transactions or courses of dealing with third parties that are significant in size
or involve terms or other aspects that differ from those that would likely be
negotiated with independent parties, and which arrangements or transactions are
relevant to an understanding of the City’s financial statements.

resolve any disagreements between the Mayor and the outside auditor regarding
financial reporting.

Securities Law Compliance. The Committee shall review and evaluate the City’s
compliance with its obligations under federal and state securities laws with respect to securities
issued by the City and by the “related entities,” as defined in San Diego Municipal Code section
22.1702, and provide to the Disclosure Practices Working Group, the Mayor, and the City Council
any comments or recommendations it may have.

Coordination. The Committee shall work to assure maximum coordination between the
work of the internal auditor, the Council as legislative body and the outside auditor.

Charter. The Committee shall review and reassess at least annually the adequacy of this
Charter and recommend any proposed changes to the Councii for approval.
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